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Dear Shareholder

The year has seen material progress and development of
Australian Ethanol Limited ("AAE"} from a 'biofugls hopeful’ to
become a ‘biofuels business’. The Company is on the path
to revenues and positive cashflow next year as the planned
production facilities in the United States and Ausiralia
become a reality.

The corporate mission to establish biofuels operations and
production, industry credibility and develop Australian sthanol
production is on track for fulfilment by the end of calendar
year 2007,

Biodiesel production from the Beatrice facility is scheduied for
September 2007 and the Company plans to produce fuel
athanol from the first Austrafian grain ethano! facility at Swan
Hill by the end of 2007. The Beatrice Biodiesel Project in
Nebraska, USA, and Swan Hill Ethanol Project in Victoria,
Australia, are both world class alternative energy projacts
which have attracted strong industry partners and offer
robust long term returns to the AAE shareholders.

The 2006 financial year has seen increased international
investment interest and development of the biofuels industry
escalate to a new lavel with massive industry growth globally.
Grawth has been particularly strong in Europe and the United
States. Australia’s altemnative fual development has been
largely restricted to blodiesel with up to sleven naw faciiities
being completed or announced for development.

The AAE stralegy announced in 2004 of pursuing the
acquisition of fuel ethanol production in the United States has
been overwhelmingly endorsed with the acquisition cost of
production escalating dramatically early in 2006. The
planned acquisition of the Tri State Ethanol LLC assets in late
2004 by AAE was at a price of around US$1.00 per operating
gallon, The Denco, LLC deal pul together by AAE in late
2005 was at an acquisition cost of around US$2.00 per
operating gallon. During early 2006 existing ethanol capacity
has sold for as much as US$7.00 per galon. Cost of
developing fuel ethanol facility in the United States is currently
around US$2.00 per operating gallon. It was disappointing
for the management and shareholders that the Company

could not support the investment in the Tri State and Denco
assets at the time of maximum leverage potential.
Nonethelass the sale of the Denco deal in January 2006 to
Babcock and Brown Environmental Investments provided the
Company with substantial funds to progress the
developments in Beatrice and Swan Hill.

The acquisition of Beatrice Biodiesel LLC in February 2006
has seen the Company progress the development of a world
class biodiesel facility,. AAE is proud to have secured the
support of strong industry partners in the United States who
endarse the Company's plans at Beatrice and in future
locations. Curing the year, the Company took the decision to
support the Axens second gensration technology for
biodiesel production from soy oil.

Global Industry Perspective

The biofuals industry in the United States has been
dominated by the escalation of sthancl development resulting
in massive expansion in the industry. The US industry
reportad an ethanol production capacity of 4 billion gallons in
2005, Projections are that this will increase to over 7 billion
gallons by 2009. in contrast the US biodigsal industry has
not seen substantial development to date with the industry
stil dominated by small co-operatve style facilities with
outdated technology servicing the agricultural markets of the
mid west region.

Pressure on engine manufacturers and other industry
stakeholdars has sesn emphasis on quality biodiesel product
to meet the aver changing ASTM specifications. Fuel quality
is driven by the engine manufaciurers requirements 1o
endorse biodiesel product to supply into the main stream fus!
industry in the United States. This has created an opportunity
in the industry which was identified by AAE in mid 2005 and
progressed in early 2006 with the acquisition of the Beatrice
Biodiesel Project and the subsequent contracting of Axens
for the second generation solid catalyst technology. Axens
guarantess a high quality bicdiesel that mests the projectad
ASTM specification changes of the future and has now been
proven at the Sete Plant in France, a sister operation to the
Beatrice Biodiese! facility.
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In the United States, ethanol used for the fuel transport
industry currently enjoys a US$0.52 federal subsidy
compared with a subsidy for B100 (100% Biodiesel) US$1.00
per gallon.

Both industries are also supported by various state subsidies
and mandates together with a range ol production credits
and development grants by regional groups.

The US President has set a target of 5% biofuals in all
transport fuel by 2010, Currently ethanol is around 3.5% of
the total gasoline poal and bicdiesel is less than 0.5% of the
biodiesel pool. Projactions show that sthanol will achieve this
target before 2010 and biodiesel production and
consumption is also expected to achieve this figure,

The overall industry is expocted to be further enhanced by
incroases to the 5% targst over tha next decade as the US
push for energy security drives further legislation. 1attended
an investment forum on alternative energy in New York earlier
this year where the Californian legislators are apenly staling
figures of 25% renewables by 2025. This has given massive
momeantum to the biofuels industry in the United States.

Europe and other developed countries are following the
glabal trends with legistation and subsidy promoting the rapid
growth of rengwable transport fugl. By contrast to the United
States, Europs is a diesel economy. Digsel consumption has
supponted growth across the sector with significant advances
in production and agricultural technology. Ethanol
development in Europe has been mare subdued than
bigdiesel with industry growth fmited to particular countries
such as Spain and the eastern block agricultural countries.

Australia has seen substantial growth in biodiessl production
with up to eleven new facilities having been announced or
developed. After a period of limited Federal and State
government support, the fuel price increase during 2006 has
put extensive political pressure on the sector with pradictsd
response from government particularly the State
governments in Australia. Australia has a favorabla taxation
support regime for biofuels which is expected to drive
industry growth over the next decade. The major fuel
companias have recenlly shown increased support for the

industry recently which has resulted in a shortage of quality
biodiesel and fuel sthanot in Australia,

This has resulited in a unigue opportunity in Australia for
groups that can support the funding of biofusls projects.

AAE Strategy

The AAE strategy is counter cyckc to the global industry
supporting blodiesel in the United States and fugl ethanot In
Australla. The Company is targeting 1o leverage off the
expected strong growth of blodissel in the United States
market by a focus on quality product which has been the
inhibitor to growtn in the US market, Ethanol in Australia has
a huge upside, but the barrier to entry caused by the inability
of developers to negotiate strong, suitably priced and
bankable offtake arrangerments with major ¢il companies, has
constrained investment.

The AAE strategy has been to arange debt funding in the
United States by leveraging off relationships established with
strong industry paniners and use squity in Australia to davelop
ethano! assets in a market where non recourse debt will
initially be pronibitive at the start up point of the industry.

The strategy enables a balance of about 50% debt, 50%
equity across the group.

—
I ' AUSTRALIAN B1IOFUELS

PTY LTD

Australian Biofuels Pty Ltd (“ABF% is the wholly owned
Australian subsidiary of AAE established as the asset owner
for biofuel production and distribution in Australia.

At present the principal asset of ABF is Swan Hilt Ethanol Pty
Ltd, the developer of the Swan Hill Ethanol Project.

During the 2006 financial year, AAE committad A%9.3million
10 the development of the Swan Hil Ethanol Project. The
funds progressed the acquisition of land, completion of
process engingering design, commitment to full detailed
engineering, site construction of infrastructure and utilities
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. uUsS CANADIAN
BIOFUELS INC

US Canactan Biofuels inc (“USCB") is the wholly owned
Unitad States subsidiary of AAE established in 2004 as the
asset owner for the Company’s biofuels business in the United
States. USCB, a Deiaware Corporation, was previously called
US Biotuels Inc, and during the 2005 financial year the name
changed to avoid confusion and potential confict with a
biofuels operating Company of the same name registered in
the State of Georgia, USA. USCB also reflects potential
interast and investment from Canada which has progressed
with various groups over the past faw years.

The US ethanol industry has experienced massive growth and
investment during 2006 In conjunction with the broader energy
investment markets throughout the United States taking an
aggressive position in the sector. The mid west developers and
East Coast financial markets have refarred to the altemnata
anergy sector as the ‘dot corn' boom. [nvestmant has had the
effect of not only increasing the number of ethanol plants
announced for development in past months (around 38 now
faciiities) but also increasing the size of these facilities to
100Mgpy capacity and larger in many instances. Higher global
oil prices, energy security issues and fuel refining capacity
concerns have sean ethanol prices increase 1o levels that result
in high profitability, strong investor returns and substantial
increase in the value of gperating capacity.

While USCB is no longer pursuing acquisition of existing
ethano! operating capacity in the United States, the Company
is pursuing the development of ethanol facilities in strategic
locations in the mid west,

The first of these is the Beatrice Ethanol Project on agricultural
land acquired adjacent to the Beatrice Biodiess! Project.

During the year, USCB completed an independent corn
supply study based on a 55Mgpy ethanal facility at Beatrice.
The study reflected a corn supply capacity of over 250Mgpy
equivaient. Ethanol offtake contracts have been agreed with
CHS Inc giving the group confidence to progress the Beatrice
Ethanol Project to basic design using the group's technology
partners Praj Industries Ltd and CJ Schneider Engineering.

A davelopment application to the State of Nebraska for the
Beatrice Ethanot Project will be submitted in October 2006
with plans to complete engineering and commence
construction in the second quarter of 2007, subject to
satisfactory progress and performance on the Beatrice
Bicdiessl Project at that time. Projected returns for the
Beatrice Ethanol Project are strong.

USCB is daveloping the Beatrice Biodiessl Project as outlined
above with a target to generate cashffow in the second half
of 2007.

USCB has also prepared a prefeasibility study document for
a future soy crushing facility at Bealrice. Initial design has
bean completed together with a full detailed costing of the
project. Itis the Company's intentions to review soy oil supply
in the region over the next two years and in conjunction with
CHS make a decision on soy ail future supply and ragional
crushing to coincide with the term of the annual CHS soy oil
supply contract.

USCB is also assessing other biodiesel and ethanol projects
in other locations in North America, The strong push by the
group is for a second and possibly third biodiese! facility in the
United States.

Subsequent to end of the financial year, Carla O Andres was
appointed CEQ of USCB. Carla has been the Company's
legal counssl since inception and is well raspectad
throughout the US biofuels industry. | am confident that Carla
can head tha group to growth and success in the US market.
With the support of tha USCB Chief Operating Officer David
Biythe, Chief Scientific Officer Dr Michas! Douglas and
Financial Controller Ray Zipprich, the group have developed
tha basis of a strong, experienced and well rounded US
based management team.

| continue to spend extensive time in the United States,
principally in progressing equity and debt raising and also in my
capacity as Chairman of USCB and Beatrice Biodigsel LLC.

The immediate principal focus of the group is the generation
of strong cashflow from Beatrice Biodiesel LLC.
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Magnesium Assets

Tha Company continues to support the development work on
the Carbothermic Process in conjunction with the CSIRO and
Ekka Industries. While funding has been kept to a bare
minimum, progress on the technology and pilot plant faclitas
rernain very encouraging. AAE continue to pursue pariners or
ful sale of the magnesite and TasMag assets as a lotal
package. A range of oplions with various groups have bean
put in place over time but 1o date have faled to materialize to
a full sale.

The Board remains hopeful of a successtul dea! favorable to
the AAE shareholders to engage the proper exploitation of
this world class magnesito deposit over time and work
continues 1o progress towards this end.

In closing

At the and of Septamber 2006, amost US$20milion was
commitied 1o the developmant of the Beatrice Biodiesel
Project. At this point the project budget and schedule were
on target. Plannad stan up of the facility is August 2007 with
full production planned for the third quarter of 2007.

In August 2008, the Board resolved to relocate Head Office
operations to Melbourne, With an increasing need to
interface with capital markets and locate the strategic
planning of the group near the first Australian plants, this
move will enhance the development of the Company. Qur
new offices in Melbourne ara being established and is
planned to be fully functional by the end of 2007.

Finaly, let mae again recognize the efiorts of Board Members,
Richard Payne and David Lymburn, this year joined by Michael
Douglas and Philip Toyne. Their support and on going efforts
and counse! have been invaluable to the group's progress.
Their friendship and professional advice in what has proved
ancther challenging year is well appreciated. To our new
developing managing team the road ahead to complete
development of two world class projects is nearing notable
milestones. We have sot ourselves a monumental task by
wond standards and the dream is nearing reality. 1iook forward
to the chatenge and hard earned success during 2007.

Finally to the fong standing and supportive sharaholder group
joined this year by larger institutional support 1o the Company,
we again thank you for your patience and support. The AAE
group can now see the cashflow and revenua light at the end
of the tunnel.

From our small beginnings in Perth three years ago, | look
forward 1o the successful start up of the world class
operations at Beatrice and Swan Hill to create the shareholder
waalth and value that was a mer dream just threo years ago.

A

Peter Anderton
Chairman & CEO
Australian Ethanol Limited
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Peter Anderton is the Compary’s Chairman and CEQ. Mr Anderton has over 30 years experience in engineering,
construction and project development principally associated with the mining and industrial sector. Peter has extensive
international exparience managing projects and companies both private and public. Previous senior positions held
are MD of Comat Resources Limited, MD of Minproc Enginsers Limited and MD of Australian Siicon Limited.

Michele Graham is the Company's Director of Strategy and Research. Michele is a qualified engineer with a Bachelor
of Engineering in CMl Engineering with 15t Class Honours and the University Medal. As a senior consultant with a
boutique Australian strategy consultancy and an analyst with Anderson Consulting, Michele has advised gicbal cents
in industries as diverse as manufacturing, energy, financial services and information technology. Recently, she has
consulted and advised companigs in the biofuels industry in Austratia. Michele also holds an Exacutive MBA from the
Australian Graduate School of Management and an MPhi from Cambridge University.

Rob Pedulla is the Company's Financial Controer and Company Secretary. Rob has extensive financial experience
in Australia having worked with the Mirvac Group end Barclay Mowlem. Ha is a qualified accountant and CPA.
Rob bings solid financial management and statutory complance capabilities to the AAE team.

Tim Lagdon is the Company's in-house corporate finance resouwrce. Tim worked for the past ten ysars at NM
Rothschiid & Sons in Sydney and Perth advising sponsors on raising finance and directly funding projects in the
resources and utilty sector, as well as completing structured finance and property development transactions,
Previously, Tim worked with a major trading bank as part of its Sydney based project finance team. With a soiid
background in corporate and project finance as well as investment banking, Tim will assist AAE to raise the debt
and equity necessary to financa the construction and development of its current and planned projects.

Kim Colero is the Company's Development Manager. Kim is an inaugral Graduate of The Western Australian
Government’s Rural Leadership Programme and is a recent graduate of the Australian Instiuta of Company
Directors course. Ha has a long history of working in the rural and regional Areas of Western Australia developing
businesses and community infrastructure. His career in the commearcial fishing industry and extensive work with the
Western Australian Marine Parks & Reserves Authority has provided Kim with considerable insights into regutatory
and environmental issues. Kim's role in the company is 1o identily future ethano! and biodiese! plant sites and to
seek all the necessary government approvals.
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Jacinda Keftmann is the Company's Corporate & Public Relations Executive. Jacinda has over 15 years
axperience in marketing and public relations within both the Government and independent business sector.
Jacinda's main focus at AAE will be communicating awareness anc understanding to the consumer, investor and
governmarit bodies on the benefits of ethano! & biodigsel in 1oday's market.

Geoff Spiden is General Manager for Construction. Geoff is a qualiied Givil Engineer, Member of the Institution of
Engineers (Australia), Chartered Professional Engineer {CPEng). He is a seasoned project and construction
manager with over 20 years expenence in heavy engineering commercial and infrastructure development and
construction. Geoff has extensive axperience in oil and gas as a Project Manager on major North West Shelf and
on onshare facilities with the Leighton Group in Australia. Mare recently Geoff was the Project Manager for the
construction of two biodiesel facilties buit for Australian Renewable Fuels in Adalaide, South Australia and Picton,
Western Australia.

Carla Andres has been appointed Chief Executive Officer of US Canadian Biofuels Inc (USCB). Carla, an aftorney
with 17 years® experience, has been a Board member of USCB since its inception and a legal advisor to AAE in her
role as a corporate counsel with the US law firm of Godfrey & Kahn, S.C. She has also been at the forefront of the
Godfrey & Kahn Renewable Fuels Team, which is highly regarded in the US biofuels industry as one of the premier
lagal organizations supporting the industry.

David Blythe is the Chief Operations Officer of US Canadian Biofuels Inc, David is a professional engineer with over
20 years experience in the globat energy industry in project management, construction and operations of nuclear
power facilities throughout the US. In recent years, David has consulted and advised comparies in the bicfuels and
agricutural industries in the United States. Mo is a gractuate of Washington State University and no'ds an MBA in
International Business from Duke University, He is a Certified Project Manager Dy the Project Management Institute
of the United States.

Ray Zipprich {CPA) is the Financial Cortroller of US Canadian Biofuels Inc. Ray's previous positions include Senior
Vice President and Gorporate Secretary at Novactyl, Inc and Vice Prasident and CFQO of Fleming and Company
Pharmaceuticals, Inc. Ray has a breadih of experience in planning and leadership across a range of areas including
cperations, finance, accounting, information systems, human resources, debt and equity financing, investor
relations and corporate governance.

Al the time of printing the Annual Report for this year, Mr Gary Brown has been engaged as Design Manager
for ABF baged in Melbourne, Australia.

fueling our future
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Key Highlights for the 2006 Financia! Year have been

August 2005

Signed the Letter of Intent with the Board of Divarsified
Energy Company, LLC to acquire all shares in the ethangl,
marketing and consulting group, Denco LLC, based in
Morris Minnesota.

August 2005

The Australian Prime Minister, Mr John Howard, reported
on the findings and outcomes of the Biofuels Taskforce.
The report outlined clarification of government policy as
ths key reguirement for tha industry and progress forward.

September 2005

Issued 4.12 million ordinary fully paid shares in AAE to
excluded persons to raise A$1.03million to fund working
capita! requirement for the group.

September 2005

Secured exclusive rights and commencad pilot trials in the
Swan Hil! region for a drought resistant tubar devetoped in
the Arizona region of the United States.

October 2005 and April 2006
Signed land purchase option agreements for biofuels
developed sites at Coleambally, Condobolin and Oaklands
in New South Walss, Australia.

October 2005 and May 2006
Appointed Dr Michasl Douglas and Pnilip Toyne to the
Board of Australian Ethancl Limited.

October 2005
The company participated in the second Biofuels
Roundtabie hosted in Canberra, Australia by the Minister
for Industry, Tourism and Resources, the Hon lan
MacFarlana MP,

December 2005

AAE announced the sale for the United States subsidiary
company Big Idand Grains LLC for A$8milion plus the
reimbursement of all costs to Babcock and Brown
Environmental lnvestments Limited. The principle asset of Big

Islend Grains LLC was the contract to acquirs Denco LLC and
the senior debt financa package of US$33milion with Hudson
United of Connecticut to partially fund the acquisition.

December 2005

The group Chairman Peter Anderton and AAE Director
Richard Payne exercised options and made payments of
$325,000 and were issued 1.3 million ordinary fully paid
shares in the company.

January 2006

Repaid all corporate debt by a cash payment to Multiplex
Limited and the issue of shares to Mitsui and Company
(Australia) Umited in lieu of a cash payment.

February 2006

Through the wholly owned subsidiary US Canadian
Bicfuels inc acquired Beatrice Biodiasel LLG for AS600,000
and the issue of five million fully paid shares (to be paid and
issued in four stage transactions) from Monts Cristo
Development Company, LLC a company associated with
the USCB Chief Operations Officer, David Blythe,

March 2006

Contracted Axens Technologies of Paris, France and CJ
Schneider Engineers of Omaha Nebraska to provide the
technology and detail engineering support for the Beatrice
Biodiasel Project,

April 2008

Completad the placement of 41.5 milion ordinary paid
shares to raise A$12.45milion to institutional
shareholders. Tha placement successhly resulted in the
Cornpany attracting a number of respected institutiona!
shareholders to the group and overcome the daminance
of Multiplex Limited on the shara register.

April 2006
Committed A$2milion to the development of the Beatrice
Biodiasal Project in Nebraska USA.

April 2008
Committed A$9.3million to the development of the Swan
Hill Ethanol Project in Victoria, Australia.

12
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April 2006

Company representatives Peter Anderton and David
Blythe togetner with Chuck Schneider and Norris Smith of
CJ Schneider Engineers visited the sister plant to the
Beatrice Biodiesel Project located in Sete, France. The
Sete plant had commenced operations in March 2006 and
had completed a succaessful start up maeting specification
quality biodiasal at dasign throughput using a feedstock of
rape seed {canola} oil.

April 2006 and June 2006

Signad key soy oil supply and biodiesel cfitake contracts
for the total Beatrice Biodiasel Project requirements with
CHS Inc.

July 2006
Completed the acquisition of land at Swan Hill for the
development of the Swan Hill Ethanol Project.

July 2006

Appointed Ms Carla O Andres to the position of Chigf
Executive Officer of the wholly owned United Sates
subsidiary, US Canadlan Biofuels inc.

August 2006

Signed exclusive agreement and term shaet with
Amaranth LLC to fund US$30million by way of a
convertible note into AAE to fund the sub debt for the
development of the Baatiice Biodiesel Project,

August 2006
Commenced construction at Swan Hill of the Swan Hill
Ethanol Project.

August 2006
Approved Alberici Constreutions of St Louis Missouri as
Censtruction Manager for the Beatrice Biodiesel Project.

September 2006
Commenced site construction at Beatrice for the Beatrice
Biodiese! Project.

September 2006

Received credit commitment approval from Agstar
Financial Services for US$28milllon in senior debt and
US$smillion working capital facility to fund the serior debt
facility for the Beatrice Biodiese! Project.

September 2006

Received the final conditional term sheet for the US$2milllon
Tax Increment Finance Package to support the service debt
for the funding of the Beatrice Biodigsel Project.

September 2006

Terminated the exclusive agreement and term sheest
agreament with Amaranth LLC for the sub dabt funding of
the Beatrice Biodiesel Project following the announcernant
of substantial losses by Amaranth LLC in natural gas
derivate trading in the United States.

fueling our future
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Stakeholder Benefits

Stakeholder Benefits of a Strong and Vibrant Biotuels Industry
in Australia

Grain Growers

The “single vision 2025" of the Australian grain industry is to
double crop yield by 2025. This will result in an increase of
grain production in Australia frarm about 40 million tones to 80
million tornes annually. The optimum offtake market for the
Australian grower is the domestic market which is less
volatile, gives a higher return and to a degree is protected by
transport costs barriers from other markets. The extensive
markets of Asia do not traditionally pay high prices. Other
major consumear markeats in Europe, United States and Japan
have substantial agricultural subsidy programs in place. The
Middle East has been a traditionally strong market but
Australla competes directly against the Black Sea grain
production which traditionally operates at substantialty
reduced prices to Australian grain.

The 2025 vision requires a strong, stable and expanded
domestic offtake. Biofuels have the abkility to do this while
maintaining sensibls long term prices to growers and offering
long term stable offtake without the volatiity of the
international market.

Lot Feeders

Bespite a strong lobby of protest from the Lot Fesders
Association in Australia, an expandad and more diversified
domestic grain market will offer long term stability of supply
and long term sustained reduction in pricing. Thara will
always be pricing pressure in any market but if the growers
2025 vision is achieved an expanded industry with higher
yietds will result in lower long term grain prices.

Lot feadars will also benefit from the availability of large
quantities of quality distillers grain byproduct of the ethanal
production process. Distiller's grain is a consistent, easily
digestible and efficient form of protein in the feed mix.
Intermational experlence has seen the lot feeders totaly
support and promotea the benefits of fual ethanol production
to the fesd lot industry in thelr region.

Motorists and Consumers

Ethanol increases fuel efficiency, reduces particulate tailpipe
emission, enhances octane levels and lowers fuel retail price.
In major cities biofuel blends reduce particulate pallution and
reduce the incidence of respiratory diseases.

Rural and Regional Communities

An ethanol production facility brings to a local cormmunity
local investment, aconomic activity, growth, jobs and an
increase in disposable income in the region. Ethanol
production has a positive economic, environmentai and social
impact on a local cormmunity.

Oil Producers

Ethano! and bio diesel provide an environmentally friendly fusl
blend to the black oll industry. Ethanol blend improves
combustion and increases energy efficiency. Biofuels are
ranawable fuels which have the ability to extend finite black oil
rasenves.

Government

Bicfuels reduce the countries reliance on imported ol
products, has a positive affect on the social, demographic
and aconomic position of rural commurities. Biofuels have a
positive affect on the nation’s balance of payments. They
reduce greenhouse gasses, improve the air quality of the
major cities and reduce instance of lung disease. The
increased use of biofuels has positive social, economic
environmental affects to the whole nation.

City Communities

Biofuels reduces poliution from the combustion of transport
fuels, improves air quality and reduces the instances of lung
and respiratory disease.

International Communities

Biofuels reduce greenhouse gas procuction, extends finite
black oil reserves, and reduces the environmental damage
from oil exploration, production, transport and refining.
Biofuets production promotes decentraiization by providing
accnomic and social boost to rural and regional communities.
Biofuets industries reduce the grain and sugar cost structure
internationally by providing strong domestic grain markets.

14
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Director’s

The Directors present their report together with the financial
report of Australian Ethanol Limitea ("the Company” of "AAE™}
and the consolidated entity, being the Company and its
controlled entities, for the year ended 30 June 2006 and the
auditor's report theraon.

The Directors of the Company at any time during or sincs the
end of the financial year are:

1. DIRECTORS

MR PETER WILLIAM FRANCIS ANDERTON

CP Eng, BE (Hons UWA], F Aus | MM, FI E Aust Age 55
Mr Anderton is the Company's Chairman and CEQ. Mr
Anderton has over 30 years experience in engineering,
construction and project development principally associated
with the mining and industrial sectors. He is & professional
engineer and a graduate of the Cxford University Program
{UK). Mr Anderton has extensive international experience
managing projects and companies both private and public.
Pravious senior positions held are Owner/Partner of
Lycopodium Pty Ltd, Managing Director of Comet Resources
Limited, Managing Director of Minproc Engineers Limited and
Managing Director of Austratian Silicon LUmited. He was a
toundation director of Gemco Limited. Mr Andernton has
interests in farming and commercial fishing in Weslern
Australia and operates a primary [ndustry group through
entities associated with his family business.

Mr Anderton has set up and established companies in the
United States as well as Africa, Asia and South America. He
is experienced In the turnaround of operations that have
experienced corporate and financial collapse.

Mr Anderton was appointed as a Director and Chairman of
the Company on 8 January 2001.

MR RIGHARD ANDREW PAYNE

B.Juris (Hons), LLB Age 51

Mr Payne is a commercial solicitor and the principal of the
legal firm Richard Payne & Associates. Mr Payne has
practiced in the corparate and commercial areas of the law
for 25 years. He has had extensive experience in advising

and acting as a director of publicly listed and private
companies. He is the Chairman of ZBB Energy Corporation,
a USA corporation based in Wisconsin that is listed on the
ASX and a director of the Broome International Alrpert group
of companigs.

Mr Payne was appointed as a Non-executive Director of the
Company on 28 February 2002.

MR DAVID ANDREW LYMBURN

B. Acc, CA Age 45

Mr Lymburn is a Chartered Accountant with over 20 years
experience in accounting and corporate management. He
has held positions with major accounting firms as well as
senior accounting and fnance roles with publicty listed
companies. Mr Lymburn was formerly a Director of Allied
Gold Limited.

Mr Lymburn was appointed as a Non-axecutive Director of
the Company on 6 December 2002

MR PHILLIP TOYNE

LLB, Dip. Ed Age: 58

Mr Toyne is an environmental consuitant and consarvationist
with over 30 years experience in teaching, legal adviscry and
government. He is President of the Australian Bush Heritage
Foundation, previous head of the Australian Conservation
Foundation. Mr Toyne has held positions as the Deputy
Secretary for the Australizn Department of Environment
{1594-1997), Executive Director of Australian Conservation
Foundation {1986-1992) and Visiting Fellow at the Australian
National University. He is the author of the environmantal
publication, *Tha Reluctant Nation”.

Mr Toyne has held positions as: Commissioner of the Murray-
Darling Besin; advisor to Prime Minister Keating; mamber of
the National Landcare Advisory Committee; membser of the
Genetic Manpulation Advisory Commitiee and a meamber of
the Lake Eyre Basin Coordinating Group.

Mr Toyne spent a number of years as a school teacher in
remote aboriginal communities and as legal counsel for
aboriginal groups. Mr Toyne is a director of Integrated Tree
Cropping Limited, CVC Sustainable Investments Pty Ltd and
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Earthmark Institutes Pty Ltd.
Mr Toyne was appointed as a Non-executive Director of the
Company on 15 May 2008.

DR MICHAEL GILBERT DOUGLAS

Ph.D. Age: 61

Dr Douglas is Assistant Dean, Professor of Biochemistry and
Molecular Biology and Diractor of the Offica of Technology
Management at University of Arkansas Madical Sciances,
Littla Rock, Arkansas. He has held the role of Chief Executive
Officer and Chief Sclentific Officer of Novactyl, Inc., a
pharmaceutical deavelopment company. Dr Douglas's
previous experience includes the Executive Vice President
and Chief Scientific Officar of Fleming Pharmacauticals, Chiaf
Executive Officer and Chairman of the Board of Sigma
Diagnostics, Professor and Chairman of Biochemistry and
Biophysics and the Curriculum in Genetics and Molecular
Biology and Biotechnology at the University of North Carolina
Medical School, Chapel Hill, North Carolina.

Dr Douglas has authored numerous peer reviewed scientific
articles and is an electad member of different scientific and
professional societiss. On a parsonal basis he maintains
active positions on various civic progress and company
boards and several scientific advisory boards.

Dr Douglas is a well respected professional scientist in the
United Stales and offers enormous depth to the Cormpany's
plans to expand into the United States biofuels markeat.

Dr Douglas was appointad as a Non-exacutiva Director of tha
Company on 31 October 2005.

2. COMPANY SECRETARY

Mr Robarto Pedulla was appointed as Company Secratary
and Financial Controller in May 2006. Mr Pedulla has
extensive financial experience in Australia having worked with
the Mirvac Group and Barclay Mowlem. He is a qualified
accountant and CPA,

3. DIRECTORS' MEETINGS

The aumber of directors meatings and number of meetings
attendad by each of the directors of the Company during the
financial year are:

Directors No of mectings Number of
held whilst a meetings
" Director attended

Mr P W F Anderton 8 B

Mr R A Payne 8 8

Mr D A Lymburn 8 8

br M G Douglas 6 4

Mr P Toyne 1 1

4. REMUNERATION REPORT

4.1 Principles of Compensation - audited
Remuneration of direclors and executives is refarred to as
compensation as defined in AASB 124.

Compensation levels for key management personnel and
secretaries of the Company and relevant key managsment
personnel of the consolidated entity are compatitively set to
attract and retain appropriately qualified and experienced
directors and executives. The Remungration Commitiee was
formed in August 2006 and its first meating is planned before
the end of the 2006 calendar year, The Remuneration
Committee  will obtain independant advice on the
appropriateness of compensation packages of both the
Company and consolidated group given trends in
comparative companies both locally and internationally and
the objectives of the Company's compensation strategy.

The compensation structures adopted by the Company are
designed 1o attract suitably qualified candidates, reward the
achievement of strategic objectives, and achieve the broader
outcome of creation of value far shareholders.

Compensation packages include a mix of fixed cash
compensation, variable cash compensation and short and
long term performance based incentives.
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in addition to salaries, the consolidated entity provides non-
cash benefits to its key management personnel, and staff,
and contritiutes to a superannuation plan on behalf of all staff.

Fixed Compensation

Fixed compensation consists of base compensation (which is
calculated on a total cost basis and includes any FBT charges
related 10 employee banefits including motor vehiclas), as well
as employer contributions to superannuation funds.

Compensation levels are reviewed annually by the
remuneration committes (previously the fuli Board) through a
process that considers individual, segment and overall
performance of the consolidated entity. In addition, if required
external consultants provide analysis and advice 10 ensure
the directors' and senior executives' compensation is
competitive in the markelplace, Executive compensation is
also reviewed on promotion.

Performance-linked compensation

Performance linked compensation includes short-term and
long-term incentives and is designed to reward key
management personnel for meeting or exceeding their
financial and personal objectives. The short-term incentive
(STN is an “at risk" bonus provided in the form of cash, while
the long-term incentive (LTI) is provided as options over
ordinary shares of the Company under tha rules of the Option
Plan approved 30 November 2004,

Short-term incentive bonus

Bonuses are specified for key management personnel and
othar staff in their employment contracts. The cash bonus is
subject to satisfactory corporate and personal performance
with a fixed percentage of base cash salary plus
superannuation payable. The cash bonus may not be paid at
the discretion of the Board. The cash bonus is only paid to
key management personnel and other statf who are
amployad at the time when the payment is due.

Long-term incentive

Options are issued under the Option Plan. Participation is a1
the discretion of the Board. The ability to exercise the options
is conditional on the key management personnel and other
staff meating a service criteria and the share price on the

Austraan Stock Exchange {ASX) achieving a pre determined
price. The principle option condition is that the ordinary
shares in the Company must trade at or above for 10 trading
days at a pre determined price in the period specified tor tha
vesting criteria 10 be satisfed. The exercise prica is nominal
in most casas and must be exercised before a specified
oxpiry date.

Service contracts

It is the consolidated entity’s policy that service contracts for
key management personnel, excluding the CEOQ and
Company Secretary, are for a 3 year term but capable of
termination on a 3 or 6 months' notice and that the
consolidated entity retains the right to terminate the contract
immediately, by making payment equal 10 the notice period.

Mr Pater W F Andarton, Chief Executive Officer, has a current
contract of amployment with the Company dated 8 January
2001. The contract specifies the duties and abligations to be
fulfiled by the CEQ and provides that the Board and CEO will
consult and agree objectives for achievement during the year.
The current confract expires 31 December 2006 and is
currently subject to renegotiation.

Mr Robertc Pedulla, Company Secratary and Financial
Controler, has & contract of employment with the Company.
This contract is for an unfimited term and is capable of
termination on three months' notice. The consolidated entity
retains the right to terminate the cortract immediately. by
making payment equal to three months’ pay in lieu of natice.

Non-executive directors

Total directors' fess for all non-executiva directors under ASX
listing rule 10.17 and clausa 12.7 of the Company's
Constitution, is not to exceed the maximurm lave! of $200,000
per annum, Directors’ base fees are presenlly up to $50,000
per annum, The non-executive directors do not receive
performance related remuneration. Executive Diractor's fees
cover all main board and subsidiary Board activities.

Non-exacutive directors are granted options in accordance
with normal practice, and in order to atiract and retain
suitably qualified people to nold the office of director. During
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the year Messrs Payne, Lymburn and Douglas were each issued 600,000 options with vesting criteria based on the share price
performance and continuity of service, Full details are disclosed elsewhere in this financial report.

Diractors’ and executive officers’ remuneration (Company and Consolidated)

Other
Fees S > annuation foos § S Options s
benefits $ . Granted §

Direclors Year Directors Super- Bonus  Consultancy Value

Non - Executive .

Mr D A Lymbum /2008 50,000 | 30,000 W e , 134,387
2005, TR 37740 * - 73740

Mr R A Payne 2005, 620956} . - 54387 166,482
20057 20780 37,740 . '94,520

Dr M G Douglas 2006 - 54387 T "8LI207

Wr P Toyne 2006 - _ - : - 6280

MrPWFAnderton 2006 - 9333 BA400 140,000 ) 327,396 30000 271,938 871085

Chief Exacutive “ 2005 ' : - 180000 - 113375 358775

Officer & Chaiman . : .

Mr R Pedulla 2006 - .Y 30498 - 54,787,

Financial Controlier :

{appointed 12/4/2006)

Mr O R Biythe 2006, - 01340 . x 30705 97,505

Managing Director TR Sl R B

Beatrice Biodieset " Lo _

LLC epporeea 132008 - | R - oy

Former ce . . )

Mr R Thomson 2006 - 8256 . - 18,000 - - 98,609

Chief Financial 2005 0618 - - - 126,502

(resigned 31/12/06)

Totai compensation: 2006 130,583 216525 ° 16,864 a77,625 ©.730,000° 496,208 1,516,895

key management 2005 72000 175883 16019 - 200780 © <7 188855 653,537

personnel including CoE Tt

directors {consoidated) -, - PR

Total compensation: ‘2008 139,583 180,769 16,884 437,491 ~:30,000 ' 465593 1,419,300

key management 2005 72,000 175,883 18,019 200780 .- 188855 653,507

personnel indluding  © | v o L

directors (company) )
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() During the period, MacDuff Pty Ltd, an Australian entity
assogiated with Mr Andarton, was pald a performance fee
on the successful completion of the sale of the US
subsidiary, Big Island Grains LLC, to Babcock & Brown
Environmental Investments Limited (BEN) for $8 miillion plus
reimbursement of all costs in January 2006, in the amount
of $140,000.

[ During the period, MacDutf Pty Ltd, an Australian entity
associatad with Mr Anderton, was paid for the provision of
technical and project management, consulting fees in the
amount of $175,000.

{il During the period, TIC Management Inc, a United States
entity associated with Mr Anderton, was paid for the
provision of technical and project management consulting
services, provision of personnal, legal support and
construction services fees in the amount of $152,396
{approximately US$115,000).

(i) During the peried, MacDuff Pty Ltd, an Australlan entity
associated with Mr Peter Anderton provided a financial
guarantee and undertaking of support of up to $200,000
for the term from 3 June 2005 to 2 Saptember 2005 for a
foa of $10,000 per month. $30,000 was paid under the
deed of undertaking.

(v)During the period, Aman Pty Ltd, an Australan entity
associated with Mr Lymburn, was paid for the provision of
corporate and financial services fees in the amount of
$30,000.

(v) During the pericd, Richard Payne and Associates an
Australian entity associated with Mr Payna, was paid for the
provision of legal services fees in the amount of $62,095.

{vi) During the periad, Monte Cristo Development Compary, a US
entity associated with Daviad Bliythe, was paid for the provision
of techrical consutting services in the amount of $40,134

The tollowing factors and assumptions were used in determining the fair value of options on grant date:

Grant Date | | Ex‘piry Date
[

‘.
| i ‘[

' option 8

*%
|

24/12/04 30/06/07 " 0.06
27/04/06. . 2004110 L 083
27/04/06 27/04/11 0.78
27/04/06 27/04/11 0.74
12/04/06 01/09/10 0.80
12/04/08 01/09/10 _ 071
12/04/06 010810 0.62
01/05/06 01142/10 0.69
01/05/06 01/12/10 0.62
01/05/06 01/12/10 _ . 0.54

s
wir value per., Exercise Price *~

. .
Price of shares on Discount
,

l 'S Igrant date $ %

0.50 0.23 -
100 ° . 0.92 10
1.00 0.92 15
1.00 0.92 20
1.00 0.89 10
1000 - - 0.89 20
1.00 0.89 30
1.00° 077 . 10
1,00 0.77 20
1.00 0.77 30

* The exercise payment for the total number of oplions listed with an exercise price of $1.00 is the total amount payable per
tranche (tranches are distributed in three equal parts}. The exercise price for options listed at $0.50 is exercisable at $3.50

per share.
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4.2 Equity instruments - audited

All options refer to options over ordinary shares of Australian Ethanol Limited, which are exercisable on a one-for-one basis under

tha Option Plan.

Options and rights over equity instrumenis granted as compensation
Details on options over ordinary shares in the Company that were granted as compensation to each key management person
during the reporting peviod and details on options that were vested during the reporting period are as follows:

Number of Exercised

Held at

2006 vested as

Number Expiry Fair Value Exercise

30 June  of options Date per Qplion at Price
Grant Date S

at 30 June
2006

< 27/4/2011 7083078074 *1.00
200,000 30/6/2007 ... T RQl08° 050
U 2778/2011 “083,078/074 £ 1.00
200,000 30/6/2007 .. 0.06 0.50

Lo 27/4/2011 083,078,074  *1.00
-, 21/4/2011 083,078,074  *1.00

options

granted in

this period
Directors
Mr P Anderton - 1
Mr D Lymburn
Mr R Payne
Dr M Douglas -~ ;- Y
MPTome =7 - SRR
Executives L CL
MrRPedula - * . - 615000 .. -
MDByihe .~ ..-, 890,000 _ 7.

615,000 - .
990,000 . .yl

| 1/8/2010 “080,071,062 100
. 1/12/2010 069,062,054  *1.00

* The exsrcise payment for the total number of aptions
listed is a nominal $3.00. Exarcise price of $1.00 is the
total amount payable per trancha (tranches are distributed
in three equal parts). The fair vaiue Is listed separately for
each tranche,

No options held by directors or key management personnel
are vested but not exercisable.

These options do not entitle the holder to participate in any
share issue of the Company or any other bogy corporate

All options expire on the earlier of their expiry date or
termination of the individual’s employment contract. In

addition to a continuing employment contract, the ability to
exercise options is conditional on the consolidated entity
achieving certain shara price performance hurdles.

5. PRINCIPAL ACTIVITIES

The principal activity of the consolidated antity during the
course of the financial year was pursuing the development of
global bicfuels oppertunities particularly in Austratia and the

United States of America.

Significant biofuels project development activities were:
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The commitment in April 2006 to develop the 100 Mipy
Swan Hill Ethanol Project in Victoria, Australia.

The commitmant in April 2006 to develop the 50 Mgpy
Beatrice Biodiesel Project in Beatrice, Nebraska, United
States

The sale in January 2008 to Babcock and Brown
Environmental Investments (BE) for $8 milion plus all
costs of the wholly owned United States subsidiary, Big
Island Grains LLC, which owned contracts and financing
agreements to acquire the ethanol operating group,
Denco LLC, Moms Minnesota together with assoclated
antities

The commancement of the development the 55 Mgpy
Beatrice Ethanol Project in Bealnice, Nebraska, United States.

The Company also has a residual interest in a mineral
exploration project - Tasmanian Magnesium Metal Project
{Tasmag Project) in Tasmanla.

During the year the Company continued !o assess
alternative magnesium metal technology options and
potential joint venture perticipants to develop the
Company's magnesite tenements in northwest Tasmania.

6. OPERATING AND FINANCIAL REVIEW

The Company (AAE) has plans to develop biofuel assets in
Australia, the United States and other locations.

During the eperating pericd, 1 July 2005 to 30 Juno 2006,
the company progressed developments as follows:

Denco LLC

In late 2005, the Company put in place contracts and
agresments o acquire the assets of the ethanol operating
company, Denco LLC, togsther with assets held in other
associated groups. The deal was established through the
wholly owned subsidiary company of AAE, Big Island
Grains LLC, a limited liability company incorporated in
Minnesota.

{

The deal included a senior debt facility negotiated with
Hudson United Bank of Connecticut, USA, final
shareholder approval for the acquisition from 360 Denco
shareholders together with other funding and
development agreements,

AAE introduced Babcock & Brown Environmental
Infrastructure Limited (BEI) to the opportunity and planned
a joint venture relationship to support funding and
operation of the Denco acquisition. In late November
2005, a number of cultural and funding discussions took
place between AAE and BE) resulting in AAE seling their
toa interest in Big Istand Grains LLC which included the
contract to acquire Denco LLC and associated companies
1o BEI. Consideration for the transaction was AS8M plus
rgpayment of all AAE costs which amounted to
approximately A$1.5M. The transaction was settled on 3
January 2006.

April Capital Raising

In April 2008, AAE raised A$12.45M from the issue of
41,500,000 shares at an issue price of A$0.30 per share.
The issua resulted in a reconstruction of the AAE share
register with a number of Australian and international
institutions taking a significant interest in the company.

Australian Biofuets Pty Ltd (ABF)

ABF is a wholly owned {100%) subsidiary of AAE
established to develop biofuel assets in Australia. During
the period ABF undertook the following activities:

Swan Hill Ethanol Pty Ltd {100% ABF)

The Company advanced the development of the Swan Hil
Ethanol Project in Victoria, Austraiia. The project is a
100Mipy fuel ethanol development using a multi grain
feedstock of corn, wheat, barley and sorghum, The
definitive feasibility study for the project was completed in
January 2008,

During the period, ABF committed A$9.3M to the
development.  Pra] Industries Limited of Puné, india
completed the process engingering and advanced the
detalled engineering for the process faciity. Process
Design & Fabrication (PDF) of Melbourne, Australia were
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engaged to complate detailed angineering and Australian
design requirements including civil, structural steel ang
glectrical/instrumentation. Dasign work is prograssing.

Subseguent to the period, the Company has commenced
construction at the Swan Hill site and has orderad long
lead process items principally process equipment from
Praj Industries for the project. AAE is amanging full inance
for the Swan Hill ethanoi project, estimated to cost
AS75M.

(i) Swan Hill Biodiese! Project
The Company has commanced design and permitting of
the Swan Hill Biodiese! Project to be co-located with the
Swan Hill Ethano! Project at Woorinen South, near Swan
Hill in Victoria Australia. The process planned for the
Swan Hill Biodiesel facllity is to be provided by Axens
Process Technologies of France.

{ii) Other Australian Ethanol Projects

On the east coast of Australia, the Company has put in
place land purchase options for the adevelopment of
ethanol and biodiesel projects at Coleambally (NSW},
Condobilin {NSW) and Qallands {(NSW). Initial process
design for the facilities has been completed and ABF is
currently progressing the permitting and environmental
licensing process for these projects.

On the west coast of Australia, ABF has identified two
development sites for ethanol and bicdiesel facilities. The
Company Is currently aranging land purchase options and
intends to commenca tha permitting and anvironmental
licensing process.

ABF has progressed with a number of offshora partners the
study for a major ethancl export facility in North West
Australia. The facility has initially been planned at between 1-
2 Blpy capagcity.

+ US Canadian Biofuels Inc (USCB)
USCB is a wholly owned (100%) subsidiary of AAE,
ostablished to develop biofuels assets in the United
States.

* Beatrice Biodiesel LLC (BBL)

USCB acquired BBL in February 2006. BBL owns 100%
of the Beatrice Biodiesel Project. The Company has
completed process dasign using Axens North America Inc
(a subsidiary company of the French Institute of
Petroleum) as technology supplier. Detailed enginesring
has progressed with CJ Schneider Engineering [(Omaha
Nebraska).

The Company has signed marketing agreements for the
supply and off-take of crude soy cil and biodiesel (B100)
product with CHS Inc, a Fortune 500 Group, who is the third
largest aggregator and distributor of agricultural grains and
commodities in the United States and is also a substantial
distributor and retailer of gasoling and diesel.

The Company has received a conditional tarmsheet and has
commenced hegotiations for a US$30M convertible note to
be put in place together with a senior debt facility with Agstar,
a significant mid-west agri bank in the United States. The
senior debt package is US$30 million, plus a working capital
facility of US$5 million,

The Beatrice Biodiesel Project cost is estimated at
US$52.5M. AAE has further committed a US$7 .5M over run
facility taking project finance requirements to US$80M. The
Company plans to complete construction of the Beatrice
Biodisse! Project in August 2007 and ramp up to ful name
plate capacity by the end of that year.

* Beatrice Ethanol Project (100%)
The Company has plans to develop and cperate a 55
Mgpy ethanol facility adjacent to the Beatrice Bicdigsel
Project in Nsbraska. Initial process design has besn
complated to support the application for environmental
and emission licenses with the State of Nebraska.

The Company has acquired the land and anticipates the
funding of the Beatrice Ethano! Project to be obtained in the
first half of 2007 with start up planned for 2008.

* Beatrice Soy Crusher Project (100%)
CJ Schneider Engineering has completed design and cost
estimate of the Baatrice Soy Crusher Project. It is planned
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to co-locate the Beatrice Say Crusher Project on land
already owned as part of the ethanol development. The
Company intends to develop the Beatrice Soy Crusher
Project in the time frame of 3-5 years depending on the
50y il market in the mid term.

* Other United States Ethanol and Biodiesel Projects
USCE have identited other opportunities in the United
Gtates in athanol and blodiessl. Davelopment and
impigmentation ptans for these projects have been
advanced during the period.

* International Biofuels Pty Ltd (1BPL)

IBPL is a wholly owned subsidiary (100%) of AAE to
develop biofugl assets internationalty,. The Company is
pursing a number of opportunities in biodiesel and ethanol
in South East Asia, Africa and Europe. Planning is at tha
pre feasibiity stage with project development
opportunities scheduled once the initial Australian and
United States operations have advanced to cash flow and
stable operation.

+ Tasmanian Magnesite NL (Tasmag)
Tasmag is a wholly owned {100%) subsidiary of AAE
astablished in 1998 as Crest Magnesium NL to develop
magnesite assets and tenements Into a magnesium
metals project in Tasmania, Australia.

Prior to the beginning of the period, AAE entered into an
agreement with Minemakers Australia NL whereby
Minemakers Australia NL acguired an option to purchase the
assets of Tasmanian Magnesite NL who holds retention
licenses RL17/1987 and RL18/1987 located in Tasmania,
Australia.

The option was subject to a number of conditions which were
not satisfied in the option period and so the option lapsed
and all TasMag assets reverted unencumbered back 1o AAE.

During the period, AAE has pursued alternate development
and sale options for TasMag with suitable groups. In
particutar, research supporting the carbo thermic process to
produce magnesium metal has advanced with project
partners.

The board rasoived during the period to write down the
carrying value of the TasMag asset from $1,000,000 to
$100,000.

7. RESULTS OF OPERATIONS

The profit of the consolidated entity from operating actlvities
after incoma tax for the financlal year was $4,145,959 (2005
Loss: $4,139,555).

8. DIVIDENDS

No amounts have been paid or declared by way of dividend
by the Company since the end of the previous financial year.
The directors do not propose or racommend the payment of
a dividend.

9. STATE OF AFFAIRS

Changes in the state of affairs of the consalidated entity
during the financial year wers as follows:

« In September 2005 the Company ralsed $1,030,000 by
the issue of 4,120,000 shares at a price of $0.25.

» In December 2005 the Company raised $325,000 from
1,300,000 options exercised at a price of $0.25.

* In May 2006 the Company raised $12,450,000 oy the
issue of 41,500,000 shares at a price of $0.30.

10. ENVIRONMENTAL

The consolidated entity’'s operations are subject to
environmental regulations under both Commonwesalkh and
State ‘egisiation in relation to ethancl project development
and mineral exploration and evaluation activities.

The directors are not aware of any significant breaches during
the pericd covered by this report.
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11. CORPCRATE GOVERNANCE

The Board of Australian Ethano! Limited has resolved to
operate under the Corporate Governance Statemant
adopted at the Mesting of Directors held 7 September 2004,

12. EVENTS SUBSEQUENT TO REPORTING DATE
Subsaquent to 30 June 2006 the Company has:

* On 3 July 2006, the Company, on behall of US Canadian
Biofuels Inc, issuad 1,500,000 ordinary fully paid shares to
Mante Cristo Development Company LLC in consideration
for the second tranche payment under the Beatrice
Biodigsel LLC Unit Purchase Agreement.

* On 3 July 20086, the Company issued 800,000 ordinary fuly
paid shares 10 Multiplex Engineering Pty Ltd in consideration
for the buy back of Australian athanol plant construction
rights agreed as a result of the acquisition of Australian
Biofuels Pty Ltd in April 2004 from Multiplex Umited.

¢ On 6 July 20086, the Company appointed Ms Carla O
Andres to the position of CEQ of the wholly awned United
States subsidiary, US Canadian Biofusls Inc, a Delawara
Corporation.

* In August 2006, the wholly owned subsidiary, Swan Hill
Ethanol Pty Ltd, cornmenced construction of the Swan Hill
Ethanol Project.

* In August 2006, the board resolved to form the following
subcommittees to the main board with non-executive
chairperson and a majority non-executive mesmbearship
* Audit Committes
* Remuneration Committes
* Risk Committee
* Sustainability Committee

* On 23 August 2006, the Company confirmed the funging
plan for the Beatrice Biodiesel Project in Nabraska, USA
and the four-stage funding plan for the Swan Hil! Ethancl
Project in Victoria, Australia.

¢ It August 2006, the Company announced a placement to
sophisticated Investars to raise A$31.2 million and a Share
Purchase Plan to all shareholders to support the Swan Hill
Ethancl Project four stage funding plan.

= In Septermber 2006, the wholly owned subsidiary,
Beatrice Biodiesel LLC, a Nebraska limited liability
company commenced construction of the Beatrice
Blodiesal Project.

* In September 2006, the Company announced
termination of the Amaranth LLC exclusive agreement to
put in place a convertible note funding facility for the
Beatrice Biodiesel Project.

s n lata September 2008, the Company announced the
intention to restructure the funding package for the
Swan Hill Ethanol Project. The resolution relating to the
share placement 1o sophisticated investors was
withdrawn at the Shareholder General Meeting held on
29 Septembear 2006.

13. LIKELY DEVELOPMENTS

The consolidated entity intends to develop a business to
manufacture from agricultural feedstock biofual products and
distribute into the Australian and United States fuel domestic
markets. Additionally, the consolidated entity intends to
pursug further commercial biofusl opportunities in ethanol
and biodiesel in other international markets. The Company
has ressarched extensively the sthanol and biodiesel
industries glcbally and intends to develog the best fit model
for commercial business opportunities in the transport
blofuels industry in Australia and the United States,

14. DIRECTORS' INTERESTS

The relevant interests of each director in shares or options over
such instruments issued by the Company and other related
bodies corporate, as notified by the directors to the Australian
Stock Exchange in accordance with S205G{1) of the
Corporations Act 2001, at the date of this report is as follows:
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14.1 Loans and other transactions with key management

Convquing drdin:'nry 'Optionsover

| personnel

1y shares - [shares " Qrdinary
‘ - . | ‘ shares No.|oans to kgy manaf?emern pearsonnel were que
e UL L0000 S0\ ey et s comsan Harou1
Mr R A Payne - 340,000 800,000 Ltd. This agreement has been terminated.
Mr D A Lymbum - 50,000 800,000
Or M G Douglas - - 600,000
Mr P Toyne - - 8

15. CONVERTING SHARES AND SHARE OPTIONS

15.1 Converting shares

Al the date of this report, converting shares of the Company issued to Mr P W F Anderton or his nominea are:

| T
, Gonversion event P Number of converling shares
| H ! 1 .

Expiry date .

31 Decembar 2007 Financial Close First Ethanol Plant

31 December 2007 Financial Close Second Ethanol Plant 83

31 Decembar 2007 First Sale & Delivery to third party for 250,000 litras B84
of the First Ethano! Plant

31 December 2007 . Arst Sdle & Delivery to third party for 250,000 litres . a3
of the Second Ethanol Plant

31 December 2007 First Ethanal plant successfully completing an industry 84
standard 96 hour parformance test result

31 December 2007 -Second Ethanol plant successfully complsting an 83
industry Asta‘ndgrd 96 hour performance test result

| : Total Converting Shares 501

l

These converting shares were issued on 24 December 2004 and give Mr Anderton or his nominae the fight to be allotted and
issued shares based on the following tormula for each tranche of converting shares:
N=83334

P

N = number of shares to be allotted and issued, and
P = the price per share in collars determined as the weighted average market price for the shares on ASX over the last 15 days

on which sales in the shares were recorded on ASX immediately preceding the relevant conversion event,
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15.2 Equity holdings and transactions

The moverment during the reporting pericd in the number of ordinary shares of Austratian Ethanol Limited held directly, indiractly
or beneficially, by each director and key management personnel, including their personally-related entities, is as fokows:

, Held at Acquired Received on 'Disposed  Held at 30 June

1 July 2005 i exercise of oplions ' 2006
t 1 .

Mr P Anderton . . 1.959,000,
Mr D Lymburn - . 150,000
Mr R Payne - . 340,000
Or M Douglas - ‘ .
Mr P Toyne - -
Mr R Pedulia ST
Mr D Blythe -7 71,500,000

16. EMPLOYEES

The consolidated entity has seven employees other than Mr PW.F Anderton and Mr R. Pedulia, at the reporting data,
17. INDEMNIFICATION AND INSURANCE OF OFFICERS AND AUDITORS

Indemnification

The company has agreed to indemnify the following current directors of the Company, Mr P W F Anderton, Mr R A Payne, Mr D
A Lymburn, Dr M G Douglas and Mr P Toyne against all liabilities to another person (other than the Company or a related body
corporate) thal may arise from thair position as directors of the Company and its controlled entities, excep! where the liability

arises out of conduct involving a lack of good faith. The agreement stipulates that the Company will meet the full amount of any
such llabilties, includiing costs and expenses.

The Company has also agreed to indemnify the current directors of its contralled entities for all liabilities to another person (other
than the company or a related body corporate) that may arise from their position, except where the fiability arises out of conduct

Involving a lack of good faith, The policy stipulates that the Company will meet the full amount of any such liabilities, including
costs and expenses.

Insurance premiums

Since the end of the previous financial year the Company has paid insurance premiums of $55,752 in respect of directors' and
officers liability insurance. The insurance premiums relate to:

* Costs and expenses that may be incurred by the relevant officers in defending proceedings, whether civil or criminal and
whatever their outcome; and

* Other liabifities that may arise from their position, with the exception of conduct invahving a wiliful breach of duty or improper
use of informatien or position to gain a personal advantage.

26
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18. NON AUDIT SERVICES

During the year KPMG, the Company's auditor, has
performed certain other services in agdition to their statutory
duties.

The non-audit services provided during the ysar by the
auditor was for tax compliance.

All non audit services wera subject 1o corporate governance
procedures adopted by the company and have been

| CONSOLIDATED
I L 2006’

Auditors of the Company KPMG
Australia; - audit and review of
financial reports

other non audit services:

CONSOLIDATED

reviewed by the Board to ensure that they do not impact the
integrity and objectivity of the auditor.

The non-audit services provided do not undsrmina the
general principles relating to auditor independence as set in
Professional Statements F1 Professional independence, as
they did not Involve reviewing or auditing the auditor's own
work, acting in a management or decision making capacity
for the Company, acting as an advocate for the Company or
jointly sharing risks and rewards. Details of amounts paid to
the auditor are detailed below.

COMPANY COMPANY
‘2005 2006 2005
5 . S | s

19, LEAD AUDITORS INDEPENDANCE DECLARATION
The lead auditor's independance declaration is set out on
page 28 and forms pan of the director’s report for financial
year ended 30 June 2008.

Signed in accordance with a resolution of the directors.

4

P W F ANDERTON
Chairman

Parth, Western Austrafia
Datad 29 Septernber 2006
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28

e

Lead Auditor’s Independence Declaration under Section 307C of the Corporations Act 2001

To: the directors of Australian Ethanol Limited

[ declare that, to the best of my knowledge and belief, in relation to the audit for the financial
period ended 30 June 2006 there have been:

(i) no contraventions of the auditor independence requirements as set out in the Corporations
Act 2001 in relation to the audit; and

@) no contraventions of any applicable code of professional conduct in relation to the audit.

e

KP

BC FU,&RTON

Pariner

Perth
29 September 2006

KPMG, an Australian parinership, s part of the KFMG Internatione)
natwork. KPMG International s & Swiza cooparative.




lIncome Statements

I " NOTE  CONSOLIDATED ~ CONSOLIDATED ~ COMPANY  COMPANY

‘ 2006
: S 5 S

1

i i 2005 2006 2005
Sy S S
For the year ended 30 June 2006

Revenue 2(a) 4,502,486 50,000 4,802,496 50,000
Ethanol project development expenses - (3.607,051) - -
General and administrative expenses (2.887.162) 478.125) (1,589,656) 142,381
Impairment of projects (900,002) - -

Impairment of loan - - - (1,786.799)
Impairment of loans to controted entities - . (901,389) (3.507.330)
Share based payment expense (704,961) {22,400} (r04,961) (22,400)
Profit / {loss} before financing costs 30371 (4,057,576) 1,606,480  (5.124,148)
Financial income 2(b) 4,487,612 25,641 415,823 24111
Financial expenses 2(b) {64,859) (107,620) {64,659) {107,620)
Net financing (costs) / income 4,422,953 (81,979 351,164 {83,509)
Profit / (loss) before tax 4,453,324 {4,139,555) 1,957,654  (5,207,657)
Income tax expanse 5 (307.365) - - -

Profit / {loss) for the year attributable to

members of Australian Ethanol Limited 4,145,959 (4,139,555) 1,957,654  (5,207,657)
Baslc earnings per share from

continuing operations (cents) 3 10.3 (45.2)

Diluted earnings per share from 10.2 (15.0)

continuing operations (certs)

The income stalements should be read in conjunction with the notes to the financial statements.
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Balance Sheets

CONSOLIDATED  CONSOLIDATED , . COMPANY COMPANY

. 2006 2005 ¢ 2006 2005
) ‘ s sl S S

For the year ended 30 June 2008

CURRENT ASSETS

Cash and cash equivalents 18 15,643,510 65,678 15,640,498 36,336
Trade and other receivables 5} 35,154 55,188 35,154 54,470
Prepayments 15,000 - 15,000 -
TOTAL CURRENT ASSETS 15,893,684 120,866 15,690,652 90,806

NON-CURRENT ASSETS

Trade and cther receivables 6 - - 8,189,646 999,998
Other financial assets 7 197,890 115,000 373,643 1,831,843
Property, Plant and equipment 8 424,987 65,810 77.129 65,810
Intangible assets el 7,268,317 3,628,315 10,000 -
Exploration and evaluation expenditure 10 100,000 1,000,000 - -
TOTAL NON-CURRENT ASSETS 7,991,184 4,709,125 8,650,418 2,897,651
TOTAL ASSETS 23,684,858 4,829,991 24,341,071 2,988,457
CURRENT LIABILITIES

Trade and other payables 11 2,373,042 115,636 2,373,942 113,571
Provisions 12 150,333 18,682 47,650 18,682
Interest baaring liabilities 13 9,663 - - -
Non interast bearing liabilities 14 - 50,000 - 50,000
TOTAL CURRENT LIABILITIES 2,533,938 184,318 2,421,592 182,253
NON-CURRENT LIABILITIES

Interest bearing liabilities 13 22,137 1,634,466 - 1,634,466
Non intgrest bearing liabilities 14 - 771,111 4,000,000 -
TOTAL NON CURRENT LIABILITIES 22,137 2,405,577 4,000,000 1,634,466
TOTAL LIABILITIES 2,558,075 2,589,895 8,421,592 1,818,719
NET ASSETS 21,128,783 2,240,096 17,919,479 1,171,738
EQUITY

Contributed equity 15 21,672,486 7,501,110 21,672,486 7,501,110
Reserves 16 693,752 22,400 641,111 22,400
Accumulated losses 17 {1,137,455) (5,283,414} {4,394,118) {6,351,772)
TOTAL EQUITY 21,128,783 2,240,096 17,919,479 1,171,738

The balance sheets should ba read in conjunction with the notes to the financial statements,
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Statements of Changes Equity

) K ‘ , . : L ) .
Consolidated . : b Issued Retained: Translation Share Cption

Capital Earnings’ Reserve Rescrve

Opening balance at July 1 2004 34,851,986  (29,743,859) - - 5,110,376
Capital Reduction per AGM November 2004 (28,600,000) 28,600,000 - - -
. Net ProfiviLoss) for the period - {4,139.555) - - (4,139,565)
Equity settled share basis payment R
transactions 22,400 22400
Share capital issued during the year 1,249,124 - - - 1,249,124
Closing balance at 30 June 2005 7,501,110 {5,283,414) - 22,400 2,240,096
Opening Balance at 1 July 2005 7,501,110 {5,283,414) - 22,400 2,240,096
Net Profit for the period - 4,145,859 - - 4,145,959
Foreign exchange translation difterences - - (47,358) - (47,358)
Equity s_ettled share based payment ) i ) 618,711 618,711
transactions
Share capital issued during the year 14,171,376 - - - 14,171,376
Closing balance at 30 June 2006 21,672,486 (1,137,455) (47,358) 841,11 21,128,783

Statements of Changes Equity

Company . . . , 1ssucd Retained Translation  Share Option

Capitall . Earnings Reserve Reserve

o Opening balance at July 1 2004 34,851,986 (29,744,115) - - 5,107.871
Capital Reduction per AGM November 2004 (28,600,000} 28,600,000 - - -
Net Profit/(Loss) for the period - {5,207.657) - - {5,207.657)
Equity sgttled share basis payment ; . } 22 400 22,400
transactions
Share capital issued during the year 1,249,124 - - - 1,249,124
Closing balance at 30 June 2005 7,801,110 (6,351,772} - 22,400 1,171,738
Opening Balance at 1 July 2005 7.501,110 {6,351,772) - 22,400 1,171,738
Net Profit for the period - 1,957,654 - - 1,957,654

Foreign exchange translation differences - - - -
Equity settled share based payment

wansactions - - - 618,711 618,711
Share capital issued during the year 14,171,376 - - - 14,171,376
Closing balance at 30 June 2006 21,672,486 (4,394,118) - 641,111 17,919,479
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Statements of Cash Flows

E NOTE CONSOUIDATED  CONSOLIDATED COMPANY COMPANY
i

2006 2005 2006 2005

5 . S 5o 5

For the year ended 30 June 2006
CASH FLOWS FROM

OPERATING ACTIVITIES

Cash receipts in the course of operations 8,377,044 - 8,337,044 -
Cash payments in the course of operations (2.641,684) (318,823) {1,236,379) (1,133,135)
Intarest received 238,721 25,641 238,665 24,111
Interast paid {64,659) {3,072) (64,659) (3.072)
NET CASH PROVIDED BY / (USED IN}

OPERATING ACTIVITIES 18(b) 5,000,422 {206,254) 7,314,671 {1,112,006)
CASH FLOWS FROM

INVESTING ACTIVITIES

Payments for property, plant and equipment {337,958) {18,714} {26,837) (18,714)
Biodiese! project development R i R
expenditure capitalisad (861,058)

Ethanol project development expenditure i _
capitalised (202,122) {3,.008.888)

Payments for equity nvestments - - (699,782} (1,859,524)
_Proceeds from disposal of equity ) 10,000 ; 10,000
invastments

NET CASH USED IN INVESTING

ACTIVITIES (1,501,138) (3,017,602} (726,619)  (1,868,238)
CASH FLOWS FROM FINANCING

ACTIVITIES

Repayment of borrowings (1,805,577) 349,051 (134,466) -
Proceeds from issue of shares and options 13,805,000 1,312,500 13,805,000 1,312,500
Transaction costs from issue of shares {729,875) (65,625) (729,875) (65,625)
Advances to controlled antities - - (3,924,548) -
NET CASH PROVIDED BY FINANCING

ACTIVITIES 11,169,548 1,595,926 8,016,111 1,246,875
NET INCREASE / (DECREASE) IN

CASH HELD 15,577,832 {1,717,930) 15604163 {1,733,459)
Cash at the beginning of the financial year 65,678 1,783,608 36,336 1,769,795
CASH AT THE END QF THE

FINANCIAL YEAR 18(a) 15,643,510 65,678 15,640,499 36,336

The statemnents of cash flows should be read In conjunction with the notes to the financial statements.
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Notes to the
Consolidated Financial Statements

1. SIGNIFICANT ACCOUNTING POLICIES

Australian Ethanol Limited (the ‘Company’} is a company
domiciled in Australia. The consolidated financial reports of
the Company for the financial year ended 30 June 2006
comprise the Company and its subsidiaries (together referred
o as the ‘consolidated entity’). The financial report was
authorised for issue by the directors on 29 September 2006.

The significant accounting policies which have been adopted
in the preparation of this financial report are:

(a) Statement of compliance

The finarcial report is a general purpose financial report,
which has bsen prepared in accordance with Australian
Accounting Standards {'AASBs") adopted by the Australian
Accounting Standards Board ('AASB'} and the
Comorations Act 2001. International Financial Reporting
Standards {'IFRS’) form the basis of Austrakan Accounting
Standards ('AASs’} adopted by the AASB, and for the
purpose of this repon are called Australian egquivalents to
IFRS (AIFRS') to distinguish from previous Australian GAAP.

This is the consolidated entity's first financial report
prepared in accordance with Australian Accounting
Standards, belng AIFRS and IFRS, and AASB 1 First-Time
Adoption of Australien Equivalents to International
Financial Reporting Standards has been applied. An
explanation of how the transition to AIFRS has affected the
reported financial position, financial performance and cash
flow of the consolidated entity and the Company is
provided In note 25,

The financial report of the consolidated entities comply
with IFRS and interpretations adopted by the International
Accounting Standerds Board, however the Parent
financial statements and notes do not comply with IFRS as
the Company has utiised the exemption available under
AASB 132 Financial Instruments: Presentation and
Disclosures; in respect to certain disclosure requirements.

(b) Basis of preparation
The financial report is presented in Ausiralian dollars. The
entity has elected to earty adopt the following accounting

standards and amendments:

¢ AASE 119 Employes Benefits (December 2004);

AASB 2004-3 Amendments to Australian Accounting

wandards (December 2004) amending AASB 1 First
time Adoption of Australian Equivalents to International
Financial Reporting Standards {July 2004), AASE 101
Presentation of Financial Statements and AASB 124
Related Party Disclosures;

AASB 2005-1 Amendments to Australian Accounting
Standards (May 2005) amending AASB 139 Financial
Instruments: Racognition and Measurement;

AASB 2005-3 Amendments to Australian Accounting
Standards (June 2005) amending AASB 119 Employes
Benefits (either July or December 2004);

AASB 2005-4 Amendments to Australian Accounting
Standards (June 2005) amending AASB 139 Financial
Instruments: Recognition and Measurement, AASB
132 Financia! Instruments; Disclosure and
Presantation, AASB 1 First-time Adoption of Australian
Equivalents to International Financial Reporting
Standards {July 2004}, AASB 1023 General Insurance
Contracts and AASB 1038 Life Insurance Cantracts:

AASB 2002-5 Amendments to Austrakian Accounting
Standards (June 2005} amending AASB 1 First time
Adoption of Ausiralian Equivalents to International
Financial Reporting Standards (July 2004), and AASE 139
Financia) Instrumsents; Recognition and Measurement:

AASB 2005-6 Amendments o Australian Accounting
Standards {June 2005) amending AASB 3 Business
Combinations;

AASB 2006-1 Armendments to Australian Acoounting
Standargs (January 2006) amending AASB 121 The
Efects of Changes in Foreign Exchange Rates (July 2004);

UIG 4 Detarmining whather an Arrangement contains a
Lease;

UIG 5 Rights to Interests arising from Decommissioning,
Restoration and Environmantal Rehabiiitation Funds;

UG 7 Appling the Restatement Approach undar
AASB 129 Financial Reporting in Hyperinfiationary

Economies;

UIG 8 Scope of AASB 2.
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Issued standards not early adopted

The following standards and amendments were available
for early adoption but have not been applied by the
consolidated entity in these financial statements:

« AASB 7 Financial instruments: Disclosure (August
2005) replacing the presentation requirements of
financial instruments in AASB 132. AASB 7 is
appiicable for annual reporting periods beginning on or
after 1 January 2007,

» AASB 2005-9 Amendments to Australian Accounting
Standards (September 2005) requires that liabilities
arising from the issue of financial guarantes contracls
are recognised in the balance sheet. AASB 2005-9 is
applicable for annual raporting periods beginning on of
after 1 January 2006;

« AASB 2005-10 Amendments 10 Austraian Accounting
Standards (September 2005} makes consequential
amendments to AASB 132 Financial Instruments:
Disclosures and Presentation, AASB 101 Presentation
of Financial Statements, AASB 114 Segment
Reporting, AASE 117 Leases, AASB 133 Earnings per
Share, AASB 139 Financial Instruments: Rocognition
and Measurement, AASB 1 First-time Adoption of
Australian Equivalents 1o International Financial
Reporting Standards, AASB 4 Insurance Contracts,
AASB 1023 General Insurance Contracts and AASB
1038 Life Insurance Contracts, arising from the release
of AASB 7. AASB 2005-10 is appicabls for annual
reporting perlods beginning on or after 1 January 2007,

The consolidated entity plans to adopt AASB 7, AASB
2005-9 and AASBE 2005-10 in the 2007 financial year.

The initial application of AASB 7 and AASE 2005-10is not
expectad to have an impact on the financial results of the
Company and the consolidated entity as the standard and
the amendment are concerned only with disclosures.

The initial application of AASB 2005-9 could have an
impact on the financial results of the Company and the
consolidated entity as the amendment could result in
liabilities being recognised for financial guarantee
contracts that have been provided by the Company and
the consolidated entity. Howaver, the quantification of the
impact Is not known or reasonably estimable in the current
financial year as an exercise to quantify the financial

impact has not been undertaken by the Company and the
consolidated entity to date.

The preparation of a financial report In conformity with
Australian Accounting Standards requires management 1o
maka judgements, estimates and assumptions that affect
the application of policies and reported amounts of assets
and liabilities, income and expenses. The estimates and
associated assumptions are based on historical experience
and various other factors that are belleved to be reasonable
under the circumstances, the results of which form the
basis of making the judgements about carrying values of
assets and liabilities that are not readily apparent from other
sourcas.  Actual results may differ from these avents.
These accounting policies have been consistently applied
by sach entity in the consolidated entity.

The estimates and underlying assumptions are reviewed
on an ongoing basis. Revisions to accounting estimates
ara recognised in the period in which the estimates is
revised if the revision affects only that period, or in the
period of the revision and future periods if the revisions
affacts both current and future pericds.

The financial report is prepared on the historical cost basis
except where stated.

The accounting policies set out below have been applied
consistently to all periods presented in the consolidated
financial report and in prgparing an opening AIFRS
balance sheet at 1 July 2004 for the purposes of the
transition 1o Austraian Accounting Standards- AIFRS, with
the exception of AASB 132 and 139 which has been
adopted with effect from 1 July 2005 (note 27).

The accounting poficies have been applied consistantly by
all entities in the consolidated entity.

(c)Biohn!sptﬁaclacquisiﬁonanddevebprna‘nexpeMitum

Biofuels project acquisition and development expenditure
represents deferred expenditure acquired and incurred on
biofuel projects during their development phase, which is
the period prior to commencement of construction
activities, and the assessed value of the development
projects over the carrying value on acquisiticn ot Swan Hill
Ethanol Pty Ltd (formerty Australian Biofuels Pty Ltd).

34

fueling our future




Expenditure classified as ethanol or biodiesel ("Biofusls”)
project acquisition and development expenditure is
categorised as a non current asset and carried forward to
future accounting pericds as long as the expenditure is
expected to be recouped through the sale or successful
development of the particular development project. When
a development project is abandoned or the directors
dacids that it is not commercial, any accumulated costs in
respect of that project are written off in the financial pericd
the cecision is made. Each project is also reviewed at the
end of each accounting period and accumulated costs
written cff to the extent that they will not bs recoverabie in
the futura,

Amortisation is not charged on costs carried forward In
respect of development projects until construction is
complete and the asset is ready for commercial use.

(d) Principles of consolidation

The consolidated financial staternents of the consolidated
entity include the financial statements of the Company,
being the parent entity, and its controlled entities (‘the
consolidated entity”).

Where an entity sither began or ceased to be controlled
during the year, the results are included only from the date
control commeanced or up 1o the date control ceased. The
balances and effects of transactions, between controlied
entities included in the consolidated financial statements
have been aliminated.

{e) Ravenue recognition

Revenus from the sale of goods is recognised in the
income statement when the significant risks and rewards
of ownership have been transferred to the buyer. Revenue
from services rendered is recognised in the income
statement in proportion to the stage of complstion of the
transaction at the balance sheet date. Revenues are
recognised at fair valus of the consideration received et
of the amount of goods and services tax (GST) payable to
the taxation authority.

The consolidated entity recognises revenus from proceeds
of asset disposals when those proceeds are receved.
Interest revenus is recognised as it accrues, taking into
account the effective vield on the financial asset.

Revenus from the sale of investments are recognised in
the incoms staterment at the date control of the asset
passes to the buyer, usually when an unconditicnal
contract of sale is signed.

(h Taxation

income taxes

Income tax on the profit or loss for the year comprises
current and deferred tax. Income tax is recognised in the
income statement except to the extent that it relates to
items recognised directly in equity, in which case 1 is
recognised in equity.

Current tax is the expected tax payable on the taxable
income for the year, using tax rates enacted or
substantively enacted at the balance sheet date, and any
adjustment to tax payab'e in respect of previous years.

Deferred tax is provided using the balance sheet liability
method, providing temporary differences between the
carrying amounts of assels and liabilities for financial
reporting purposes and the amounts used for taxation
purposes. The following temporary differences are not
provided for: initisd recognition of goadwil, the initiat
recognition of assets and liablities that affect neither
accounting nor taxable profit, and differences relating to
investments in subsidiaries to the extent that thay will
probably not reverse in the foreseeabls future. The amount
of deferred tax provided is based on the expected manner
of realisation or setilement of the camying amount of
assets and liabilities, using tax rates enacted or
substantively enacted at balance sheet date.

A defarred tax asset is only recognised to the extent that
it is probable that fulure taxable profits will be available
against which asset can be utilised. Deferred tax assels
are reduced to the extent that it is no longer probatis that
the related tax benefit will be realised.

The Company and its wholly-owned Australian resident
entities have not formed a tax-consclidatad as at balance
shest date.

Goods and services tax

Revenues, expenses and assets are recognised net of the
amount of geods and services tax (G8T), except where
the amount of GST incurred is not recoverable from the
taxation authority. In these circumstances the GST is
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recognised as part of the cost of acquisition of the asset
or as part of the expense.

Receivables and payables are stated with the amount of
GST included.

The net amount of GST raccverable from, or payable to,
the Australian Taxation Office (ATQO) is inciuded as a
current asset or liability in the statement of financial
paosition.

Cash fiows are included in the statement of cash flows on
a gross basis. The GST components of cash flows arising
from investing and financing activities which are
recoverable from, or payable to, the ATO are classified as
operating cash flows.

{g) Financial Assets

Controlied entities

Investments in controlled entiliss are carried in the
Company's financial statements at the lower of cost and
recoverable amount. Dividends and distributions are
brought to account in the statement of financial performance
when they are declared by the controlled entities.

{h) Intangibles

Projects are classified as intangible assets in development
phase until thay either move to the construction phase or
are written off,. When in construction phase the
expenditure will be re-classified from Intangibles to
property, plant and equipment; capital projects in progress.
The transfer from development to construction phase wil
occur afier the following criteria has been substantially
satisfied meaning project finance, project approvals, any
conditions precedent and subject to board approval.

Goodwill

All business combinations are aceounted for by applying
tha purchase method. Goodwil represents the differance
between the cost of the acquisition and the fair value of
the net identifiable assets acquired.

Goodwill Is stated at cost less any accumulated impairment
losses. Goodwill is allocated to cash-generating units and
is no lenger amortised but is tested annually for impairment
(ses impairment accounting policy m).

{i

P

Other intangible assets

Other intangible assets that are acquired by the
consolidated entity are stated at cost less accumulated
amortisation {see below) and impairment losses (see
impairment accounting policy m).

Expenditure on internally generated goodwill and brands is
recognised in the income statement as an expense as
incurrel.

Amortisation

Amortisation is charged to the income statement on a
straight-line basis over the estimated useful lives of the
intangibie assets unless such lives are indefinite. Goodwill
and intangible assets with an indefinite useful life are
systematically tested for impairment at each balance sheet
date. Other intangible assets are amortised from the dale
they are available for use,

Plant and equipment

Owned Assels

ltems of plant & equipment are stated at cost or deemed
cost kess accumulated dspreciation (see below) and
impairment losses (see impairment accounting policy m).
Certain items of plant & equipment that had been revalued
to fair value on or prior to 1 July 2004, the date of
transition to Australian Accounting Standards — AIFRSs,
are measured on the basis of deemed cost, being the
revalued amount at the date of that revaluation.

Depreciation and amortisation

ltams of plant and equipment are depreciated using the
diminishing value method over their estimated useful lives.
Depreciation rates used vary between 13% and 40%.
Assels are depreclated from the date of acquisition.

{i} Exploration and evaluation expenditure

Exploration and evaiuation costs are accumulated in
respect of each separate area of interest. Exploration and
evaluation costs are carried forward where right of tenure
of the area of interast is current and they are expectad to
be recouped through the sale or successful developmant
and exploitation of the area of interest, or where axploration
and evaluation activities in the area of interest have not yet
reached a stage that permits reasonable assessment of the
existence of economically recoverable reserves.
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Exploration and evaluation asseis are assessed for
impairmant if () sufficient data exists to determine
technical feasibility and commercial viability, and (i) facts
and circumstances suggest that the camying amount
exceeds the recoverable amount (sse impairment
accounting policy m).  For the pumoses of impairment
tasting, exploration and evaluation assets are allocated to
areas of interast to which the exploration activity relates.

When an arga of interest is abandoned or the directors
decide that it is not commaercial, any accumulated costs in
respoct of that area are written off in the financial period
the decigion is made. Each area of interest Is also
reviewad at the end of each agcounting period and
accumulated costs written off to the exient that they will
not be recoverable in the future.

Amortisation is not charged on costs carriad forward in
raspect of areas of interest in the exploration and
gvalyation phase until production commences.

{k) Foreign currency

Foreign curmency transactions
Foreign currency transactions are transiated to Australian
currency at the rates of exchange ruling at the dates of the
transactions. Amounts receivabie and payable in foreign
currencies at balance date are transiated at the rates of
exchange ruling on that date.

Exchange differences relating to amounts payable and
recsivable in toreign currencies are brought 1o account as
exchange gains or losses in the statemnent of financial
performance in the financial year in which the exchange
rates ¢hange.

Financial Statements of foreign operations

The assets and liabiitles of foreign operaticns, including
goodwill and fair value adjustments arising on
consolidation, are translated to Australian dollars at foreign
exchange rates ruling at the balance sheet date. The
ravenues and expenses of foreign operations are
translated to Australian dollars at raies approximating 1o
the foreign exchange rates ruling at the dates of the
transactions. Foreign exchange differences arising on
translation are recognised directly in a separate
component of equity.

{) Trade and other receivables

Trade and other recaivables are stated at their amortised
cost less impaiment losses (see impaiment accounting
policy m}. Recaivables are on 30-day terms.

{m)Impairment

The carrying amounts of the consoiidated entity's assels,
other than deferred assets, are reviewed at each batance
shesl date 1o determine whether there is any indication of
impairment. If any such indication exists, the asset's
recoverable amount is estimated.

For goodwil, assets that have an indefinite usef life and
intangble assets that are not yet available for use, the
recoverable amount is estimated at each balance sheet date.

An impairment loss is recognised whenever the camying
amount of an asset or its cash-generating unit exceeds its
racoverable amount. impairment losses are recognisad in
the incoma statement, unless an asset has praviously been
revalued, in which case the impairment ioss is recognised
as a revargal to the extent of that previous ravaluation with
any excess recognised through profit or loss.

Impaliment losses recognised in respect of cash-generating
Lnits are allocated first to reduce the carrying amournt of any
goodwill allocated to cash-generating units (group of units)
and then, to reduce the carrying amount of the other assets
in the unit (group of units) on a pro rata basis.

Calculation of recoverable amourt

impairment of receivables is not recognised until objective
evidence is avallable that a loss event has occurred.
Significant receivables are individually assessed for
impairment. Impairment lesting of significant receivables
that are not assessad as impaired individually is performed
by placing them into portfolios of significant recetvables
with similar risk profies and undertaking a collective
assessment of impairment. Non-significant receivables
are not individually assessed. Instead, impairment tasting
is performed by placing non-significant receivables in
portfolics of similar risk profiles, pased on objective
evidence from historical experience adjusted for any
efiacts of conditions existing at each balance sheet date.

Tne recoverable amourt of other assets is the greater of
their fair value less costs to sell and value In use. In
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assessing vatue in use, the estimated future cash flows are
discounted to their present value using a pre-tax discount
rate that reflacts current market assessments of the time
valua of money and the risks specific to the asset. For an
asset that does not generate largely independent cash
inflows, the recoverable amount is determined for cash-
gsenerating unit to which the asset belongs.

Reversal of impairment

Impalrment losses, other than in respect of goodwill, are
reversad when there is an indication that the impairment
loss may no longer exist and there has been a change in
the estimate usad to determine the recoverable armount.
An impairment loss in respect of goodwill is not reversed.

An impairment loss Is reversed only to the extent that the
asset’s caming amount does not exceed the carrying
amount that would have been determined, net of
depreciation or amortisation, if no impairment loss had
been recognised.

{n) Trade and other payables

Liabilities are recognised for amounts to be paid in the
future for goods and services received, whether or not
bied to the Company or consclidated entity. Trade
creditors payable are normally settied on 30-day terms,

(o) Employee bensfits

Wages, salaries, annual lsave, sick leave and non-
monetary benefits

Liabilities for employee benafits for wages, salaries, annual
leave and sick leave reprasent prasent obligations
resuiting from employees’ sarvices provided to reporting
date, calculated at undiscounted amounts based on
ramuneration wage and salary rates that the consolidated
entity expacts to pay as at reporting date including related
on-costs, such as, workers compensation insurance and
payroll tax.

Share-based payment transactions

The share option programme allows consolidatad antity
employees to acquire shares of the Company. The fair
value of options granted is recognised as an employes
expense with a corresponding increase in equity. The fair
value is measured at grant date and spread over the
period during which the employees becomes
unconditionally entitied to the options. The fair value of the

options granted is measured using a binomial option-
pricing medel, taking into account the terms and
conditions upon which the options were granted. The
amount recognised as an expense is adiusted to reflect
the actual number of share options that vest except where
forfeiture is only due to share prices not achieving the
threshold for vesting.

{p} Eamings per share

Basic eamnings per share ("EPS") Is calculated by dividing the
net profit attributable to mernbers of the parent entity for the
reporting period, after excluding ary costs of senvicing equity
(other than ordinary shares and converting preference shares
Classified as ordinary shares for EPS calculation purposes),
by the weighted average number of ordinary shares of the
Company, adjusted for any bonus issue.

Diuted EPS is calculated by dividing the basic EPS eamnings,
adjusted by the after tax effact of financing costs associatad
with diutive potential ordinary shares and the effect on
revanues and expenses of conversion to ordinary shares
associated with diutive potential ordinary shares, by the
waighted average number of ordinary shares and dilutive
potential ordinary shares adjusted for any bonus issue.

(g} Segment reporting

Individual business segmants have been identified on the
basis of grouping individual products or services subject to
similar risks and returns.
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2 (a) REVENUE

* CONSOLIDATED CONSOLIDATED
{2005

COMPANY
2006
3

COMPANY
2000
$

Fee for sale of interest in joint venture 4,450,000 4,450,000

Management fees - - 300,000 -

Other revenue 52,496 50,000 52,486 50,000
4,502,450 50,000 4,802,496 50,000

The consolidated entity disposed of its interest in the right to acquire Diversified Energy Company, LLC {'Dence") during the year
to an entity associated with Babcock and Brown Environmental Investments Limited ('BEV). Consideration on the disposal
totalled $8 millian plus payment and reimbursement of all due diligence and agreed costs totaling $507,250. The consideration

was recognised proportionately by the Gompany as follows:

» Disposal of an avalable for sale financial investment resulting in a net gain of $3.024.549 being recognised through the

Company's subsidiary US Biofuels Inc.

s A fes of $4.450,000 recognised by the Company arising trom its invotvernent in negotiating the right to acquire Denco and

subsequent sale to BEL

2 (b) NET FINANCING COSTS

:‘ 1 CONSOLIDATED CONSOLIDATED
9
t

i 2006 TL 2005
N S S

COMPANY
200(53;

COMPANY
2005
5

Interest income 238,721 25,641 415,823 24,111
Net foreign exchange gain 324,342 - -
investmants — net gain on disposal 3,924,549 - -

Financial incoms 4,487,612 25,641 415,823 24,111
Interest expensa (64,859 {107.620) (64.658) (107,620
Financial expenses (64,659) {107,620) (64,658) {107.620)
Net financing {costs) / income 4,422,953 (81,979) 351,164 (83,509}
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3. EARNINGS PER SHARE

Basic earnings per share — (cents)

Weighted average number of ordinary shares used
as the denominator number for basic earnings per share

CONSOLIDATED

2006

10.3

40,353,579

CONSOLIDATED

2005

{15.2)

27,182,040

The EPS for the pricr year has been recalculated to present a consistent comparative number by dividing the weighted average

number of shares on issue by 100.

Options to purchase ordinary shares not exarcised at 30 June 2006 have not been included in the determination of basic EPS.

4. OTHER EXPENSES

Loss on disposal of plant and equipment

Depreciation expenss

Share based payment expense
Net axpense from movement in
employes provislons

Operating lease rental expanse
Cther expenses

6. TAXATION
The components of the tax expense
Currant tax
Deferred tax
Total income tax axpense

Reconciliation between tax expense

and pre-tax net profit

Profit before tax

Income tax

Increasa in income tax due to:
Non-deductible expenses

Decrease in income tax due to;

Benefit arising from previously
unrecognised tax losses.

Other
Unrecognised deferred tax assets

Effect on tax rate in foreign jurisdiction
{rates increase}

Income tax expense reported in
income statement

CPNSOLID

2006
; S

ATED CONSOLIDATED

2005
5

COMPANY
2006
5

COMPANY
2005
S

677 3,056 677 3,056
14,841 16,960 14,841 16,960
704,961 22,400 704,961 22,400
26,968 1720 28,968 1,720
39,768 61,188 39,768 61,188
4,809 - 4,809 .

307,365 .

307,365 - - -
4,453,324 {4,139,555) 1,957,654 (5,.207,657)
1,335,997 (1.241.867) 567,296 (1562,297)

213,217 7,247 213,217 6.830

(1,255,232) - (1.012.411) (10.354)
63.772) (19,979) (63,772) (19,979)
40,994 1,254,599 275,670 1,585,800
36,161 - -
307,365 . -
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6. RECEIVABLES

Current

Calis made on project funding facility
GST refundable

Other receivables

Balancae at the end of the year

Non-current

Loan to Tasmania Magnasite NL:
Balance at the beginning ot the year
Provision for diminution

Balance at the end of the year

Loan to Swan Hill Ethano Pty Ltd
{formerly Austratian Biofuels Pty Ltd)

Provision non recovery of loan

Loan to US Canadian Biofusls, Inc.
{formerly US Biofuels, Inc.}

Provision non recovery of loan
Loan to Beatrice Biofusls, 1LLC

CONSOLIDATED
2pog

CONSOLIDATED ..
. EUOg

COMPANY
2006
S

COMPANY
2009

. 40,000 - 40,000
32,488 15,188 32,488 14,470
2,666 . 2,666 -
35,154 55,188 35,154 54,470
- - 999,908 999,998

- - {900,000) .

- . 99,998 999,998

. . 4,441,551 1,688,467
(1,688,467) (1.686,467)

- - 6,413,983 1,818,863
{1.820,252) (1,818,863)

- - 742,832 .

- - 6,089,648 -

- 8,189,646 999,998

The carrying value of the loan to controlled entity Tasmania Magnesite NL Is assessed having regard 10 the underlying exploration
assets of that entity. Therafore, the ultimate recoupment of the loan is dependent upon the successful development and commercial
exploitation or sale of those undertying assets, During the period the directors resolved to make a provision for non—recovery of the
loan to Tasmania Magnesite NL in reflection of a degision to write down the value of the TasMag Project {refer note 10).

The loans from Australian Ethanol Limited to controlled entities are unsecurad and have no fixed tarm of repayment, are repayable

on demand and aré currently interest free.

7. OTHER FINANCIAL ASSETS
Unlisted shares

Controlled entities - at cost
Provision for diminution

Security deposits

Total other financial assets

. - 5,794,313 7.294,313

. - (5.577,470) (5,577.470)

E - 216,843 1,716,643
197,890 115,000 158,800 115,000
167,880 115,000 373,643 1,831,843

The carmying value of investents in controlied entities is assessed having regard to the undertying assets. Therefore, the ulimate recoupment
of the investment is dependent upon the successtul davelopment and commercial expioration o sale of those underlying assets.
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Swan Hill Ethanol Pty Ltd {formerly Australian Biofuels Pty Ltd) owns project information, technology, licences and agreements to
develop sthanol projects in Australia. During the financial year to 30 June 2005, the Company took the decision not to pursus
the Mossman Ethanol Project in North Queensland. The book value of Swan Hill Ethanol Pty Ltd was reduced in 2005 to reflect
the write off of the Mossman Ethanol Project. The recoverable investment is based on successfut development of grain based
biofuels projects in Australia.

Particulars In relation to Australian Ethanol Limited controlled entities

1

P Book Value of
Equity Holding | Investment

‘ Country of Class of 2006 2005 2006 2005
Name of Entity Incorperation shares Y | % 8 S

Swan Hill Ethanol Pty Ltd

fformerly Austrakan Biohuels Pty Ltd) Australia Ordinary 100 100 215,451 1,715,451
US Canadian Biofuels, Inc U“g?"ﬁ':;g Ordinary 100 (i) 100 i) 1,380 1,380
Tasmania Magnesite NL Australia Qrdinary 100 () 100 () 2 2
e Foey Py Lty Austrella  Ordinary 100 f) 100 £) 1 1

216,843 1,716,843

Particulars in relation to US Canadian Biofuals, Inc controlled entities

- Book Valuc of
Equity Holding, vestment

t

Country ot Class of 2006 2005 2006 2005
Name of Entity oy Incorporation . shares Yo " Y 5 : $

Beatrice Biodissel, LLC .
U"';?iggﬁr}gg Ordinary 100 () - 2,964,112

2,964,112 -

{i) Deed of cross guarantee

Australian Ethanol Limited, Tasmania Magnesite NL and Austrafian Biofuels Pty Ltd (formerly Australian Forestry Pty Ltd) are
parties to a Deed of Cross Guarantee, which has bean lodged with and approved by the Australian Securities & Investment
Commission. Under the Deed of Cross Guarantea each of the above named companies guarantees the debts of the other named
companies. Pursuant to ASIC Class Qrder 9871418 dated 13 August 1998, the wholly owned subsidiaries are refieved from the
requirements for preparation, audit and lodgement of financial reports.

A consolidated income statement and consolidated balance sheet, comprising the Company and the controlled entities which
are a party to the deed, after eliminating all transactions betwesn parties to the Deed of cross guarantes, at 30 June 2008 is set
out below:
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Summarised income statement and retained profits

Consolidated Consolidaied
2006 2005
$'000 S‘(I)OO
Profit / (loss) before tax 673,843 (4,138,637)
Net profit / (loss) 673,843 (4,138,637)
Retained profits at heginning of year (5,283,414) (1,144,777)
Retained profits at end of year (4,609,571) (5,283,414}
Balance Sheet
Cash and cash equivalents 15,640,498 65,676
Trade and other receivables 35,154 55,1688
Prepayments 15,000 -
Total current assets 15,690,653 120,866
Plant and equipment 77.129 65,810
Other financial asse!s 156,800 115,000
Intangible assets 8,101,035 3,628,315
Exploration and evaluation expenditure 100,000 1,000,000
Total non-current assets 8,434,064 4,709,125
Total assets 24,125,618 4,829,991
Trade and other payables 2,373,942 115,636
Imgrest bearing liabilities - -
Non-tnterest bearing liabilities - 50,000
Provisions 47,650 18,682
Total current liabilities 2,421,592 184,318
Intarest bearing liakilities - 1,634,466
Non interest bearing liabilitiss 4,000,000 771111
Total nan-current liabilities 4,000,000 2,405,577
Total liabilities 6,421,592 2,589,695
Net assets 17,704,026 2,240,096
Contributed equity 21,672,486 7,501,110
Reserves 641,111 22,400
Accumulated losses (4,609,571) (5,283,414)
Total equity 17,704,026 2,240,096

{ii) Acquisition of controlled entities

In Decermber 2004, US Canadian Biofuels, Inc. (a Delaware Corporation) was established to account for the activilies planned in
the United States of Amernica.

In February 2008, Beatrice Biodiesel, LLC was acquired by US Canadian Biofusls, Inc from Monte Cristo Development Company
10 develop a Biodiesel Plant in Beatrice Nebraska, United State of America. Details of the transaclions were set out in the
Companies announcement to the Australian Stock Exchange [ASX) on 1 March 2006.
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Acquisition of Beatrice Biodiesel, LLC

Consolidated 2006

! . S
Consideration - cash paid 300,000
Consideration - cash payable 300,000
Considaration - shares issued 544 112
Consideration - shares unissued 1,820,000
Total consideration 2,964,112
Total consideration paid to date B44,112
Deferrad consideration 2,120,000
Total considaration 2,864,112

Acquiree’s Net Assets at the Acquisition Date.

Recognised values Fair value adjustments Carrying amounts

Intangible assets - 2,964,112 2,964,112

Tranche 1 of the Beatrice Acquisition Agreement has been paid in the current financial year totalling $300,000 cash and the issue
of 1,500,000 shares.

The remaining tranches (2, 3 & 4) will be peid upon reaching milestones as detailed in the Baatrice Acquisition Agreement and
referred to above as deferred conslderation; as follows:

* Tranche 2 - issue of 1,500,000 shares, At the date of this report these shares have been issued.
¢ Tranche 3 - payment of $150,000 and issue of 1,000,000 shares
* Tranche 4 - payment of $150,000 and issue of 1,000,000 shares
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2005
S

[ jONSOUDATED CONSOLIDATED

8. PROPERTY, PLANT AND EQUIPMENT

Property — Land at cost

Balance at the beginning of the year .

Additions during the year 307,844

Disposals during the year - -

COMPANY
2006

b

COMPANY
2002

Balance at the and of the year 307,844 - - -
Plant and equipment - at cost
Balance at the beginning of the year 177,103 188,682 177,103 188,682
Additions during the year 66,851 18,714 26,837 18,714
Disposals during the year {4,937) (30,293) (493N (30,293)
Balance at the end of the year 235,017 177,103 199,003 177,103
Accumulated depraciation - Plant & Equipmant
Balance at the beginning of the year {111,293} {121,570) (111,283) (121,57Q)
Annual depreciation expense (14,841) {16,960} {14,841} (16,860)
Accurruated depreciation on assets disposed 4,260 27,237 4,260 27,237
Balance at the and of the year {121,874) {111,2093) {121,874) {111,203)
Carrying value at the end of the year 424,087 65,810 77,129 65,810
9. INTANGIBLES
Project development expenditure
Batance at beginning of the year 3,528,315 4,126,478 - -
Ethancl development expenditure )
capitalised in the period 114,834 3,008,888 10,000
Bicdiese! development expenditure . _ .
capitalised in the period 3.625.168
Write off ethanol devalopment expenditure . -
praviously capitalised (3.607.051)
Balance at end of year 7,268,317 3,528,315 10,000
Total intangibtes 7,268,317 3,528,315 10,000
10. EXPLORATION AND EVALUATION EXPENDITURE
Costs camed forward in respect of areas of R
interest in exploration and evaluation phasa 1.000.000 1,000,000
Provision for diminution (800,000) - - -
Closing Balance 100,000 1,000,006 -

The uitimate recoupment of cosis carried forward in the exploration and evaluation phase is dependent on the successful

development and commercial exploitation or sale of the respective areas of interests.
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Tne consolidated entity's principal exploration and evaluation activity is tha development of its wholly owned magnesium metal
projact in Tasmania (TasMag Project). To progress the TasMag Project through the current exploration and evaluation phase to
procsed to plant construction and subsequent metal production, and to ultimately recoup the costs expended to date on the
project, the consolidated entity will need to altract a major company to assist in fulure development. Altarnatively, the
consolidated entity would need to sell its interest in the TasMag Project. The Board of Australian Ethanol Limited decided to write
down the TasMag Project by $900,000 in the current financial year.

Schedule of mineral tenements

The economic entity holds interests in the following tenements at the date of this prefiminary final raport.

Registered Holder / Project Tenement
Tasmania Magnesite NL (100%)
TasMag Magnesite Deposit RL17/1987 & AL18/1987

The Tasmanian Magnesite Daposit is wholly owned by Tasmania Magnesite NL.

CONSOLIDATED CONSOLIDATED COMPANY COMPANY

2006 2005 2006 2005
S s S s

11. TRADE AND OTHER PAYABLES

Trade creditors 201,563 68,936 201,563 66,871
Accrued expanses 52,379 46,700 52,379 46,700
Defarred consldaration 2,120,000 - 2,120,000 -

2,373,942 115,636 2,373,942 113,571

(i The deferred consideration represents the balance of consideration due for the acquisition of Beatrice Biodiesal, LLC. The defarred
consideration comprises the estimate at balance date of the fair valus of equity instruments to be issued in three future tranches.
The actual consideration value may vary depending on the merket performance of the company's isted shares. Refer note 7 ().

12. PROVISIONS

Current
Provision for amployee benefits 47.650 18,682 47,650 18,682
Provision for income tax payable 102,883 - -

150,333 18,682 47,650 18,682
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CONSOLIDATED CONSOLIDATE COMPANY
2006 200

g )

13. INTEREST BEARING LIABILITIES

2006
3

COMPANY
2005
s

Cumrent
Lease liability — motor vehicle 9,663 - -
9,663 - - -

Non Current
Loan from Multiplex Limited - 1,500,000 - 1,500,000
Ascruad interest on loan from Muttiplex Limited - 134,466 - 134,466
Lease liability — motor vehicle 22,137 - -

22,137 1,634,466 - 1,634,466

The loan from Multiplex Limited including accrued interest was repaid during the financial year. The lease liability relates to a

rmotor vehicle purchasad by Swan Hill Ethanol Pty Ltd,

Finance lease liabilities
Finance lease liabiiities of the consclidated entity are payabie as follows:

B i .CONSOLIDATED
= Minimunm ! S Minimum
b i hemse : . b - lease
! payiments nterest Principat payments
[ 2006 2006 . ¢ 2008 2005
Less than one year 12,003 2,247 9,663
Between one and five years 24,005 1,961 22137 -

More than five years - - - -

Interest
2005

Principal
2005

36,008 4,208 31,800
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CONSOLIDATED CONSOLIDATED COMPANY COMPANY

2006 2005 2006 2005

s S . $ $

14. NON INTEREST BEARING LIABILITIES

Current

Deferred revenue relating to sale of interest

in controlled entity, ) 50,000 ) 50.000
- 50,000 - 50,000

Non-cument

Amount payabla to Multiplex Limited {a) - 271111 -

Limited recourse project loan facility (b) - 500,000 - -

Loan from US Canadian Biofuels {¢) - - 4,000,000 -
- 771,111 4,000,000 -

{a) The amount payable to Multiplex Limited by Swan Hill Ethanol Pty Ltd {formerty Australian Biofuals Pty Ltd} represents ethanol
project development expenditure funded by Multiplex in pricr years. This was repaid to Muttiplex during the financial year.

(b) The limited recourse project loan fagility was a lpan facility of $500,000 provided by Mitsui & Co. {Australia) Ltd for the specific
purpose of supporting the funding of the Definitive Feasibility Study for Swan Hill Ethanol Project. Thae loan was converted to
equity in Australian Ethanol Limited at an issus price of $0.30 per share during the financial year.

(¢} The Loan from US Canadian Biofuels, Inc (USCB) relates to the sale of an interest in a US based athanal project {The Denco
project) during the course of the financial yoar. A total of AUD $8,000,000 plus reimbursernent of costs was received by the
consolidated entity comprising AUD $4.000,000 received on behalf of USCB being the proceeds for sale of shares in the
project company Big Island Grains LLC, giving rise to a loan from USCB for AUD $4,000,000, and a fee of AUD $4,000,000
recognised by the Company.
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15. CONTRIBUTED EQUITY

{a) Reconciliation of movement in capital

'

Number of

} CONSO‘L‘IDI\TED AND COMPANY

> |

Number ot

s |
il

Balance at the beginning ot the year,
ordinary shares fully paid

Capital reduction as per AGM November
2004

Shares issued pursuant to Prospectus at
35 cants; November 2004

Cost of share issue

Shares Issued pursuant to S708 5(e} of
Corporation Act at 25 cents; August 2005

Cost of share issue
Options exercised December 2005

Shares issued for Tranche 1 Acquisition
Beatrice Biodiesel, LLC at 34 cents,
March 2006

Share issued to Mitsui & Co for the
satisfaction of a loan to Australian Ethancl
at 30 cents; March 2006

Share placement at 35 cents; March 2006

Share placement at 40 cents; March 2006

Shares issued pursuant to S708 5(e) at 30
cents; May 2006

Cost of share issue

Balance &t the end of the year , ardinary
shares fulty paid

Converting shares

Total Contributed equity

shares 2006

2006 i

shares 2005

28,753,958 7,501,110 25,003,958 34,851,086
. . . (28,600,000)
. 3,750,000 1,312,500
- - - (66.127)
4,120,000 1,030,000 .
- (45,125} -
4,300,000 325,000 -
1,500,000 510,000 . ;
1,666,667 500,000 - -
75,000 26,250 - -
150,000 60,000 -
41,500,000 12,450,000 - -
- (687,501) . -
79,065,625 21,669,735 28,753,958 7,498,359
. 2,751 . 2,751
79,065,625 21,672,486 28,753,958 7,501,110
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Holders of ordinary shares are entitied to receive dividends as declared from time to time and are entitied to one vote per share
at shareholder meetings. In the event of winding up of the Company, ordinary sharsholders rank after all other shareholders and
creditors and are fully entitled to any proceeds of liquidation.

The total number of ordinary shares on issua at the date of this report is 79,065,625.

{b) Convenrting shares

Number of ' Number of
shares 1 shares

2006
Balance at the beginning of the year 2,751 2,751

Issue of 1,500 converting shares to

Multiplex Constructions Pty Ltd as part

consideration of the acquisition of Swan - - 1.500 1,500
Hill Ethanol Pty Ltd {formerty Australian

Biofuels Pty Ltd), fully paid to $1.00 each

Issue of 750 converting sharas to Multiplex
Constructions Pty Ltd in relation to the

Mossman Ethanol Projact, fully paid 10 - - 750 750
$1.00 sach

Issue of 501 converting shares to

Mr P W F Anderton or nominee on - - 501 8§01
24 December 2004

Balance at end of year 2,751 2,751 2,751 2,751

These converting shares do not entitle the holder to participate in any share issus of the Company or any ather body corporate.

CONSOLIDATED AND COMPANY

2006 2005

(c) Options

Balance at the beginning of the year 1,700,000 1.500,000
Exercised during the year (1,300,000 {200,000
Granted during the year to key management personnel 6,405,000 400,000
Granted during the year to other staff 2,465,000 -
Balance at the end of the financial year 9,270,000 1,700,000

As at 30 June 2006, unissued ardinary shares of the Company undler option are:

Expiry clate Exercise price Number of options

30 June 2007 $0.50 per option 400,000
31 December 2008 $0.50 per option 860,000
10 Cetober 2010 $1.00 per tranchs 3,210,000
27 April 2011 $1.00 per tranche 4,800,000
T 9.270000
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At the date of this report, unissuad ordinary shares of the Company under option are:

Expiry date ! |
30 June 2007

31 December 2008

10 October 2010

27 April 2011

Exercise price
$0.50 per option
$0.50 per option

$1.00 per tranche
$1.00 per tranche

Number of options
400,000

860,000

7,158,000
4,800,000
13,218,000

These options do not entitle the holder to participate in any share issue of the Company or any other body corporate,

(d) Share based payments

At 30 November 2004, tha consolidated entity established a share option plan that governs the issue of options to key

management personnel and other staff.

Options issuad to directors require shareholder approval and options issued to employees are issued under the plan. During the
year the Company granted a total of 8,870,000 options to certain key management perscnnel and other staff.

The terms and conditions of the grants are &s follows, whereby all options are settled by physical delivery of shares.

Grant date / ' « Nurnber of

persons entitled . instruments

Qption grant to key managsment 3,000,000
personnel as at June 2006

Option grant to key management 1,800,000
personnel as at June 2006

Option grant 1o key management 615,000
personnel as at June 2006

Option grant to key managernent 990,000
personnel as at Jung 2006

Vesting conditions

Continue as an executive director of the
Company for up to three years and the closing
share price on ASX exceeds 55, 65 and 7
cants on any 10 trading days prior to the expiry
date. If the vesting criteria are satisfied, only
AUD$1 is required 10 exercise a tranche of
options {Options divided into thres equal
tranches)

Continue as a non-exacutive diractor of the
Company for up 10 three ysars and the closing
share price on ASX exceeds 55, B5 and 75 cents
on any 10 trading days prior 10 the expiry date. If
the vesting criteria are satisfed, only AUDS! is
required to exercise a tranche of options (Options
dhided into three equal tranches)

Continue as an employee of the Company for
up to four years and the closing share price on
ASX exceeds 67.5, 75 and 82.5 cents on any
10 trading days prior to the expiry date. !f the
vesling criteria are satisfied, only AUDS1 is
required to exercise a tranche of options
(Options divided into thres equal tranches)

Continue as an smployee of the Company for
up to four years and the closing share price on
ASX exceeds 90 cents, $1 and $1.10 on any
10 trading days prior {o the expiry date. I the
vesting criteria are satisfied, only AUDS$1 is
required to exercise a tranche of aptions
{Options divided into three equal tranches)

_ Contractual
lite of options

3 Years

3 Years

4 Years

4 Years
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Grant date / .
persons entitted

Numhbaor of
instruments

. L
Vesting conditions !

Contractual
life of options

Option grant to staff
as at June 2006

Option grant to staff
as at June 2006

Option grant to staff
as at June 2006

Options granted to other staff
as at June 2006

Total share options granted to key
management personnel and cther
staff as at 30 June 2006

990,000

375,000

240,000

860,000

8,870,000

Continue as an employee of the Company for
up 1o four years and the closing share price on
ASX exceeds 87.5, 75 and B82.5 cents on any
10 trading days prior to the expiry date. !f the
vesting criterla are satisfied, only AUDS$1 is
raquired to exercise a tranche of options
({Options divided into three equal tranches)

Continue as an employee of tha Company for
three years and the closing share price on ASX
exceeds $1, $1.20 and $1.40 on any 10
trading days prior to the expiry date. If the
vesting criteria are satisfied, only AUDS$1 is
required to exercise a tranche of options
(Options divided into three equal tranches)

Continue as an employee of the Company for
three years and the closing share price on ASX
exceeds 90 cents, $1 and $1.10 on any 10
trading days prior to the expiry date. If the
vesting criteria are satisfied, only AUDS$1 is
reguired to exercise a tranche of options
{Options divided into three equal tranches)

Options granted to nominated staff at an
exercise price of $0.50 per share prior to the
expiry date of 31 December 2008

4 Yoars

4 Years

4 Years

3 Years
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16. RESERVES

Opening batance
Foreign curmency translation reserve
Employse share option reserve

Closing balance

Translation reserve

- CONSOLIDATED CONSOLIDATED ,  COMPANY COMPANY

2006 105 - 2006 2005
s s 8 s

22,400 . 22,400 .
(47,358) . . .
618,711 22,400 618,711 22,400
593,753 22,400 641,111 22,400

Thae translation reserve comprises all foreign exchange differences arising from the translation of the financlal statements of foreign
operations whera their functional currency is difierent to the functional currency of the reporting entity, es well as from the
translation of liabiities that hedge the Company's net investment in a foreign subsidiary.

Employee share option reserve

The share based payments reserve is used to recognise the fair value of options granted but not exercised,

17. ACCUMULATED LOSSES

Accumulated losses at the beginning
of the year

Capital reduction as per
November 2004 AGM

Net profit / (loss) attributable to equity
holdings of the parent

Accumulated losses at the end of the year

(5,283,414) (29,743,858 6,351,772 (29,748,115)
- 28,600,000 - 28,600,000
4,145,959 {4,139,555) 1,857,654 [5,207.657)
(1,137,455 (5,283,414) (4,394,118) 6.351,772)
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2006
o5

18. NOTES TO THE STATEMENT OF CASH FLOWS

a) Reconciliation of cash
Cash comprises:
Cash at bank and on hand

b} Reconciliation of the profit / (loss) from
ordinary actlvities after income tax to
the cash used in operating activities

Profit / (loss} from ordinary activities after
income tax

Adjusted for non cash items:
Interest accrued on Multiplex loan
TasMag option
Loss on sale of non-current assets
Depreciation
Exploration expenditure impairment
Capitalised ethanol expenditure written off
Labour and administration recovery
Provisions for dinninution

Mavement in provision for
employee entittements

Share based payments expanse

Net cash used in operating activities before
changes in assets and liabities

Changes in assets and liabilties:
(Increase}/decrease in receivables
{Increase)/decrease in prepayments

Increase/{decrease) in payables
and accruals

Net cash provided by operating activities
19. AUDITORS REMUNERATION
Auditors of the Company

KPMG Australia:

- audit and review of financial reports
- other non audit services:

CpNSOLIDATED CONSOLIDATED

2005
C 5

COMPANY
K 2006
v S

COMPANY
2005
5

15,643,510 65,678 15,640,498 36,336

4,145,959 {4,139,555) 1,957,654 (6,207 657}

- 104,548 - 104,548

(60,000} {10,000 . (10,000)

- 3,056 - 3,056

14,841 18,960 14,841 16,960
900,904 - -

- 3,607,051 - -

- - {382,340) (1,261,535)

- - 800,802 5,204,129

28,968 1,720 28,968 1,720

704,961 22,400 704,961 22,400

5,745,633 (383.820) 3,224,986 {1,036,378)

20,034 150,700 19,316 {20,518}

{15,000) - {16,000} -

158,756 (53,134) 4,085,369 (55,199

5,800,422 (296,254) 7.314,871 (1.112,095)

29,500 29,567 29,500 29,567

6,450 9,205 6,450 9,205

35,950 38,772 35,950 38,772
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20. RELATED PARTIES
The following were key management personnel of the consolidated entity at any time during the reporting peried and unless
otherwise indicated wera key management parsonne! for the entire period.

Non-executive directors Executives
Mr D A Lymburn Mr R Pedula {Financial Controlter and
Mr R A Payne Company Secretary appointed 12 April 2006)

Or M G Douglas {appointed 31 Oct 2005)
Mr D Biythe (Managing Director,

Mr P Toyne {appointed 15 May 2006) Beatrice Biodiesel, 11.C appointed 1 March 2006)
Executive directors Mr R Thomson (Chief Financial Officer,
Mr P W F Anderton (Chiaf Executive Officer) resigned 31 Dec 2005}

Individual directors and executives compensation disclosures

Information regarding individual directors and executives compensation and some equity insiruments disclosures as permitted by
Corporations Regulations 2M.3.03 and 2M.6.04 is provided in the remuneration report section of the directors report on pages 2 to 8.

Key Management Personnel

CONSOLIDATED CONSOLIDATED |, COMPANY COM‘PANY

2006 i 20051 2006 | 2005
SAUD ., SAUDI| $ AUD S AUD

s

Short-term employee bensfits 946,733 448,663 906,843 448,663
Post-employment benefits 16.864 16,019 16,864 16,019
Share based paymant 496,298 188,855 465,593 188,855

1,459,895 653,537 1,389,300 653,537
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Equity holdings and transactions

The movement during the reporting period in the number of ordinary shares of Australian Ethanal Limited held directly, indirectly
or bensficially, by each director and key management personnel, including their personaly-related entities, is as follows:

Held at
30 June 2006

Recerivect on
Cxercise
of options

! Held at
[ 1 Juty 2005
i
1

Acquired { Disposed

!
|
I

Mr P Anderton
Mr O Lymburn 50,000
Mr R Payne 340,000
Dr M Douglas - - - - -
Mr P Toyne - - - - -
Mr R Pedulla - - . - -
Mr D Blythe - 1,500,000

Mr R Thomson
{Resigned 31/12/05) {50,000) .

Held at
30 June 2005

Received on
OXercise
of options

Held at

‘| 1 July 2004

Mr P Anderton 130,000 - - 130,000
Mr D Lymburn 50,000 - - - 50,000
Mr R Payne 40,000 - - - 40,000
Dr M Douglas - - - - -
Mr P Toyne - - - - -
Mr R Pedulta - - - - -
Mr R Thomson - 50,000 - 50,000
Directors

The names of sach person holding the position of director of the Company during the financial year are Messrs P W F Anderion,
R A Payne, D A Lymburn, Dr M G Douglas and P Toyns.

Datails of directors' remuneration are set out in the director’s report.

Apart from the detalls disclosed in diractor's report, no director has enterad into a material contract with the Company or the consolidatad
entity since the end of the previous financial year and there wera no material contracts involving directors’ interests existing at year-end.

A financial guarantee supporting the Company to the value of $200,000 was put in place by Mr Anderton’s relatad company,
MacDuff Pty Ltd. This agreemant has been terminated.

Converting Shares
Converting shares held by Mr P W F Anderton under option are;

Expiry date Exercise event Number of converting shares
31 December 2007 Financial Close First Ethanol Plant 84
31 December 2007 Financial Close Second Ethano! Plant 83
31 December 2007 First Sale & Delivery to third party for 250,000 litres of the First Ethanol Plant 84
31 December 2007 First Sale & Delivery to third party for 250,000 litres of the Second Ethanol Plant 83
31 December 2007 First Ethanol plant succassfully completing an industry standard 96 hour performance test result 84

31 December 2007

Second Ethanol plant successfully completing an industry standard 96 hour performance test result 83

Total Converting Shares

These converting shares wers issusd on 24 Decembar 2004.

501
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Options and rights over equity instruments

Details on options over ordinary shares in the Company that were granted as compensation to each key management person
during the reponting period and detalls on options that wera vested during the reporting period ars as follows:

Held at 1
July 2005

Directors

Mr P Anderton 1,000,000

Mr D Lymburn 200,000

Mr A A Payne 500,000

Or M G Douglas
Mr P Toyne -

Executives

Mr R Pedulla -
Mr D Blythe

Mr R Thomson
{resigned 31/12/05)

‘Held at1
July 2004

Directors

Mr P Anderton 1,200,000
Mr D Lymburn -
Mr R A Payne 300,000

Executives

Mr R Thomson -

Nurber jof
. ophons

granted in
!his" peri’od

615,000
990,000

Nurinber ot

joptions
granted in
tm‘s pc;'roo

200,000

200,000

Exercised

Exercised

Held at 30
June 2006

3,000,000
200,000
600,000
200.000
600,000
600,000

615,000
990,000

Held at 30
June 2005

1,000,000
200,000
300,000
200,000

Number of
Options
vested at 30
Juneé 2006

200,000

200,000

Number ol
Options
vosted at 30
June 2005

1,000,000
200,000
300,000
200,000

Expiry Date

27/4/2011
30/6/2007
27/4/2011
30/6/2007
27/4/2011
27/4/2011

1/9/2010
1/12/2010

Expiry Date

31/12/2005

30/6/2007
31/12/2005
31/12/2005

Excrt::isc
Price S

*1.00
0.50
*1.00
0.50
*1.00
*1.00

" 1,00
“1.00

Excrcise
Price §

0.25
0.50
0.25
0.50

* The exercise payment for the total number of options fisted is a nominal $3.00. Exercise price of $1.00 is the total amount

payable per tranche (ranches are distributed in thres equal parts).

No options held by directors or key managemant parsonnel 2re vested but not exercisable.

Thesa options do not entitle the holder to participate in any share issue of the Company or any other body corporate,
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All options expire on the earlier of their explry date or termination of the individual's employment contrect. In addition to a
continuing employment contract, the ability to exercise options is conditional on the consclidated entity achieving certain
performance hurdles.

Other key management personnel transactions

The terms and conditions of the transactions with directors and their director related entities wera no more favourable than those
available, or which might reasonabiy be expected 1o be available, on similar transactions to non-director related entities on an
arm’s length basls.

The value of the transactions during the year with directors and their director related entitios were as follows:

Ky mamagement Transaction Motc  CONSOLIDATED  CONSOLIDATED COMPANY COMPANY
porsonnel aned : 2006 2005 - 2006 2005
their relntod | S > 5 S
parties |

Mr P Anderton Technical services 0 497,396 180,000 497,396 180,000
MR R Payne Legal fees / advice i) 62,085 20,780 62,095 20,780
MR D Lymbum Advice i} 30,000 - 30,000 -

{) During the period, MacDuff Pty Ltd, an Australian entity associated with Mr Anderton, was paid a performance fee on the
successfut complation of the sale of the US subsidiary, Big Island Grains LLC, to Babcock & Brown Environmental Investments
Limited (BEY for $8 milion plus reimbursement of all costs in January 2006 in the amount of $140,000. MacDuff Pty Ltd was
paid for the provision of technical and project management consulting fees In the amount of $175,000. Also, MacDuff Pty Ltd
provided a financial guarantes and undertaking of support of up $200,000 for a fee of $10,000 per month. $30,000 was paid
under the deed of undertaking.

During the period, TIC Management Inc. a United States entity associated with Mr Anderton, was paid for the provision of
technical and project management consulting sarvices, provision of personnel, legal support and construction services fees in
the amount of $152,396 (approximatety US$115,000).

(i} During the period, Richard Payne and Associates an Ausiralian entity associated with Mr Payne, was paid for the provision of
legal services feas in the amount of $62,095.

(i) During the period, Arran Pty Ltd, an Austrakian entity associated with Mr Lymburn, was paid for the provision of corporate and
financial services fees in the amount of $30,000.
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21. OPERATING LEASES

Non-cancellable operating leasa rentals are payable as follows:

. (I)ONSOLIDATED CONSOLIDATED COMPANY COMF’ﬁj\NY

2006 2005 2006 2005

: is r S )

Less than ong year 42,413 32,605 042,413 32,605
Between ons and five years - 32,605 - 32,605

Mors than five years - - - -

42,413 65,210 42,413 65,210

The consolldated antity leases property under a non-canceliable operating lease that expires on 30 June 2007. Thers is also a
3 year option extension available. During the year ended 30 June 2006, $52,153 (2005 $64.775) was expensed in respect of
operating leases.

22. OTHER COMMITMENTS

Exploration tenement leases
In order to maintain current rights of tenure to exploration tenaments, the consolidatad entity is required to expend $1,254 on an
annual basis, representing lease rental requirements of the Tasrmanian Mines Departments.

Employee compensation commitments

Key management personnel
Commitments under non-cancellable employment contracts not provided for in the financial statements and payable:

Within one year 16,250 - 16,250 -
One year or later and no later than five years - - - -
Later than five years - . -

16,250 - 16,250

23. SEGMENT REPORTING
Segment information is presented in respect of the consolidated entity's business and geographical segments,

Sagment results, assets and liabilities include items directly attributable to a segment as well as those that can be allocated on a
reasonable basis. Unallocated items comprise mainly incorme-earning assets and revenue, interast-bearing loans, borrowings
and expensas, and corporate assets and expenses.

Business segments
The consclidated entity operates in two business segments, The primary business segment is the devslopment of fuel-ethanol
projects for production and distribution.

The secondary business segment is the exploration, evaluation and development of minerals, and the sole project activity of this
segment is the TasMag Project.
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Geographical segment
The consclidated entity operates in two principal geographical areas, Australia and the United States of America.

in presenting information on the basis of geographical segments, segment revenus is based on the geographical location of
customers. Segment assets are based on the geographical location of assets.

Primary reporting / business segments

Bicluels Biofuels  Minerals  Minerals Other Other Consolidated Caonsolidated
2006 2005 ¢ 2006 2005 2006 2005 2006 2005
Revenue 8,374,548 - - - B15580 75,641 8,990,108 75,641
Segment result 5,715,065 (3,607,061} (900,000 (361,741)  (532,504) 4,453,324  (4,139,555)
Incoms tax (307,365) - - - - {307,365) -
Operating
profit / (oss) 5,407,700 (3,607,051) {900,000} 538,259 (532.504) 4,145,959  (4,139,555)
Segment assets 7,616,175 3,528,315 100,000 1,000,000 15968683 301,676 23,684,858 4,829,991
Segment liabifities 2,254,483 2,273,176 - - 301,592 318,719 2,556,075 2,589,895
Capital
expenditure 374,695 18,714 - . . 374,695 18,714
Impaiment losses - - 900,002 - - 900,002
Geographical Segments Australia Australia
: 2006 2005

Revenue 5,065,559 75,641 3,924,549 -
Segment Assets 10,668,016 4,829,991 3,716,842 -
Cash flows from operating activities 2,575,862 (296,254) 3,333,560 -
Cash flows from investing activities (540,080) (1,197.350) (961,058) (1.820,252)
Cash flows from financing activities 11,169,548 1,595,026 -
Capital expenditure 326,757 18,714 47,938
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24. FINANCIAL INSTRUMENTS

In respect of interest-bearing financial liabilities, the following tabie Indicates their effective interest rates at the balance shest date
and the pariods in which they reprice.

Consolidated 2006

Cash and cash
equivalents

Security deposits
Finance lease liabilities

Total

2005

Financial Assets
Cash
Raceivables

Financial Liabilities
Payables

Employes henefits
Non-current liabilities
Doferred income

The carrying amounts of financial assets and liabilities approximate net fair value.

]

Effective’
il1'(€3l’0§l rate

Total, 6 menths

j of lgss '

612

months

|
1-2 2-5 Meorg than
yeurs

years 5 years

5.55 15643510  15.843,510 . . -
5.55 197,890 197,890 - - -
8.19 31,800 . . - 31,800

15,873,200 15,841,400 - - 31,800 -

Weighted
average

imerestt rate

8.0%

! Fixed interest

maturing in 12ss
than 1 year
-

Fleating
interest rate

Intevest
beming

t
|

1,500,000

Non-interest
heanng

- 65,678
55,188 55,188
T 120,866
115,636 115,636
18,682 18,682
Q05,677 2,405,577
50,000 50,000
2,589,895
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Explanation of transition to AIFRSs

As stated in significant accounting policies note 1{a), these are the consolidated sntity’s first consolidated financial statements
prepared in accordance with AIFRSs.

The policies set out in the significant accounting policies saection of this report have been applied in preparing the financial
stataments for the financial year ended 30 June 2006, the cornparative information presented in these financial statements for
the financial year ended 30 June 2005 and in the preparation of an opening AIFRS balance shest at 1 July 2004 {the consolidated
antity's date of transition).

In preparing its opening AIFRS balance sheet, the consclidated entity has adjusted amounts reported previously in financial
statements prepared in accordance with its old basis of accounting {previous GAAP). An explanation of how the transition from
previous GAAP to AIFRSs has affected the consolidated entity's financial position, financial performance and cash flows is set out
in the above tables and the notas that accompany the tables.

N I\ 11 liati
(a) The impact on deferred tax of the adjustments dascribad below is set out in note 26.

{0} The consolidated entity applied AASB 2 to its active share-based paymant arrangemants at 1 July 2005 except for equity-
seftied share-based payment arangements granted before 7 November 2002. The consclidaled entity has granied equity-
settied share-basad payments during the 2005 and 2006 financial years.

Under previous GAAP, the consolidated entity did not account for equity settled share based payments and share appraciation
rights were accounted for at intrinsic value taking into account the expired vesting period at each reporting date. Such payments
are now recognised at fair value in accordance with AASB 2.

The effect in the consolidated entity of accounting for share options at fair value is to increase Administrative expenses by $22,400
for the financial year ended 30 June 2005.
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27. CHANGES IN ACCOUNTING POLICY

in the current financial year the Group adopted AASB 132: Financial Instruments: Disclosure & Presantation and AASB 139
Financial Instruments: Recognition and Measurement. This change in accounting policy has been adopted In accordance with
the transition rules contained in AASB 1, which does not require the restatement of comparative information for financiat
instrumants within the scope of AASE 132 and AASB 139.

The adoption of AASB 139 has not rasulted in any materia! adjustments at 1 July 2005.

28. EVENTS SUBSEQUENT TO REPORTING DATE
Subsequent to 30 June 2006 the Company has:

e (n 3 July 2006, the Company, on pehall of US Canadian Biofusls Inc, issued 1,500,000 ordinary fully paid shares 1o Monte
Cristo Development Company LLC in consideration for the secand tranche payrment under the Beatrice Biodiasel LLC Unit
Purchase Agreemeant.

« On 3 July 2008, the Company, issusd 800,000 ordinary fully paid shares to Muitiplex Engineering Pty Ltd in consideration for
the buy back of Australian ethanol plant construction rights agreed as a result of the acquisition of Australian Biofuels Pty Ltd
in Aprit 2004 from Mulliplex Limited.

e On B July 2006, the Company appointed Ms Caria O Andres 10 the position of CEQ of the whally owned United States
subsidiary, US Ganadian Bicfuels inc, a Delaware Corporation.

* In August 2006, the wholly owned subsidiary, Swan Hill Ethanol Pty Ltd, an Austrafian iimited liability comparny commanced
construction of the Swan Hill Ethanol Project.

« In August 2008, the board resalved to form the following subcommittees to the main board with non- executive chairperson
and a majority non-executive membership
= Audit Committes
+  Remuneration Commitiee
*  Risk Committes
«  Systainabilty Committee

s On 23 August 2006, the Company confirmed the tunding plan for the Beatrice Biodiesel Project in Nebraska, USA and tha
tour-stage funding plan for the Swan Hill Ethanol Project in Victoria, Austrafia,

« In August 2008, the Company announced a placement to sophisticated Investors to raise A$31.2 milion and a Sharg
Purchase Plan to all shareholders to suppor the Swan Hill Ethanol Project four stage funding plan.

+ In September 2008, the wholly owned subsidiary, Beatrice Biodiesel LLC, a Nebraska limited liability company commenced
construction of the Beatrice Biodissel Project.

s In September 2008, the Company announcad termination of the Amaranth LLC exclusive agreement 10 put in place a
canvertible note funding facility for the Beatrice Blodiessl Project.

+ Inlate Septermber 2008, the Company announced the intention to restructure the funding package for the Swan Hill Ethanol
Project. The resolution relating to the share placement to sophisticated invastors was withdrawn at the Sharenoider General
Masting held on 29 September 2006.
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Director’s Declaration

1. In the cpinion of the directors of Australian Ethanol Limited {*the Company'):

(&) T™e finarcial statements and notes as set out on pages 29 o 67 and the remuneration disclosures that are contained in
sections 4.1 and 4.2 of the Remuneration report in the Directors' report, as set out on pages 16 to 20, are in accordance with
the Corperations Act 2001, incluckng:

) Giving a true and fair view of the financial position of the Company and the consoiidated entity as at 30 June 2006 and
of their parformance, as representad by the rasults of their operations and their cash flows, for the financial year ended .
on that date; and

(i} Complying with Australian Accounting Standards and the Corporations Regulations 2001: and

(b} The remuneration disciosures that are contained in sections 4.1 and 4.2 of the Remuneration report in the Directors’ report
comply with Australian Accounting Standard AASE 124 Related Party Disclosures.

(c) There are reasonable grounds 1o beifeve that tha Company will ba able 1o pay its debts as and when they becoma due and
payable.

2. There ars reasonable grounds to believe that the Company and the controlled entities identified in Note 7 wili be able to meet
any obligations or liabilities to which they are or may becoma subject to by virtue of the Deed of Cross Guarantee between
the Company and those controfled sntities pursuant to ASIC Class Order 98/141 8.

3. The directors have besn given the declarations by the chief executive officer and financial contraller for the financial year snded
30 June 2006 pursuant to Section 205A of the Corporations Act 2004,

Datedat.............coveeri . Perth................ 20th. . .day of...September... 2006,

Signed in accordance with a resolution of the directors:

6l

P W F ANDERTON
Chalrman
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Independent audit report to members of Australian Ethanol Limited
Scope
The financial report, remuneration disclosures and directors’ responsibility

The financial report comprises the income statements, statements of changes in equity, balance
sheets, statements of cash flows, accompanying notes to the financial statements, and the directors’
declaration for both Australian Fthanol Limited (the “Company™) and Australian Fthanol Limited
and its Controlled Entities (the “Consolidated Entity”) for the year ended 30 June 2006. The
Consolidated Entity comprises both the Company and the entities it controlled during that year.

As permitted by the Corporations Regulations 2001, the Company has disclosed information about
the remuneration of directors and executives (*remuneration disclosures”), required by Australian
Accounting Standard AASB 124 Related Party Disclosures, under the heading “Remuneration
report” in sections 4.1 and 4.2 of the directors’ report and not in the financial report.

The Remuneration report also contains information not required by Australian Accounting
Standard AASB 124 which is not subject to our audit.

The directors of the Company are responsible for the preparation and true and fair presentation of
the financial report and the Remuneration report in accordance with the Corporations Act 2001,
This includes responsibility for the maintenance of adequate accounting records and internal
controls that are designed to prevent and detect fraud and error, and for the accounting policies and
accounting estimates inherent in the financial report. The directors are also responsible for
preparing the relevant reconciling information regarding the adjustments required under the
Australian Accounting Standard AASB | First-time Adoption of Australian equivalents to
International Financial Reporting Standards. The directors are also responsible for the
remuneration disclosures contained in the directors’ report,

Audit approach

We conducted an independent audit in order to express an opinion to the members of the Company.
Our audit was conducted in accordance with Australian Auditing Standards in order to provide
reasonable assurance as to whether the financial report is free of material misstatement and the
remuneration disclosures comply with AASB 124. The nature of an audit is influenced by factors
such as the use of professional judgement, selective testing, the inherent limitations of internal
control, and the availability of persuasive rather than conclusive evidence. Therefore, an audit
cannot guarantee that all material misstatements bave been detected.

We performed procedures to assess whether in all material respects the financial report presents
fairly, in accordance with the Corporations Act 2001, Australian Accounting Standards and other
mandatory financial reporting requirements in Australia, a view which is consistent with our
understanding of the Company’s and the Consolidated Entity’s financial position, and of their
performance as represented by the results of their operations and cash flows and whether the
remuneration disclosures comply with Australian Accounting Standard AASB 124.

We formed our audit opinion on the basis of these procedures, which included:

¢ examining, on a test basis, information to provide evidence supporting the amounts and
disclosures in the financial report, and

+ assessing the appropriateness of the accounting policies and disclosures used and the
reasonableness of significant accounting estimates made by the directors.

While we considered the effectiveness of management’s internal controls over financial reporting
when determining the nature and extent of our procedures, our audit was not designed to provide
assurance on internal controls.

EPMG, an Austraiian pertnorahy, i3 pert of the KPMG intemational
network, KEMG i jonol s 8 Swiaa f
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Audit opinion
[n our opinion:
(1) the financial report of Australian Ethanol Limited is in accordance with:

a) the Carporations Act 2001, including:

i)  giving a true and fair view of the Company’s and Consolidated Entity’s financial
position as at 30 June 2006 and of their performance for the financial year ended
on that date; and;

ii) complying with Australian Accounting Standards and the Corporations
Regulations 2001; and

b) other mandatory financial reporting requirements in Australia; and

(2) the remuneration disclosures that are contained in sections 4.1 and 4.2 of the Remuneration
report in the directors’ report comply with Australian Accounting Standard AASB 124
Related Party Disclosures.

KPMG

{

BCT RTON
Partner

Perth
29 September 2006




- Corporate Governance

1.
1.1
1.2

CORPORATE GOVERNANCE

Australian Ethanol Limited {(“AAE" is a publicly listed
company on the Australian Stock Exchange (“ASX").
The Australian Stock Exchange Usting Rules {“Usting
Rules”} require a listed entity to include in its annual
report to shareholders a statement outliining corporate
governance practices and to disclose the extent to
which the entity has followed the “best practice”
corporate governance recommendations set by the ASX
Comporate Governance Council.

The corporate governance staterment is required 1o identify
each of the ASX Corporale Governance Council
recommendations and state it the company has met the
requirement of each recommaendation. In the case whem a
recommendation was not followad, the company s roguired
to state that the recommendation was not met and must
also get the reason why, The Company ks also required to
statg the pencd during which the recommenciations wers
followed. For this purpose, Listing Rules Guidarce Note 9A
sets out the 10 essentidd corporate govemance principles
and the applicable “best practice recommendations”.

The concept of “corporate governance” is the systems,
policies and procedures under which an entity Is directed
and managed. The benefits of good corporate
governance are accountability, transparency, disclosure,
systems af control and the encouragemsnt 1o create value.

There have been no changes in these requirements
during the past 12 months.

Compliance with ASX Listing Rule 4,10.3
The Company has adopted the “if not, why not” approach.

Australian Stock Exchange Listing Rule 4.10.3 and
Guidance Note 9A reflect ASX policy that it is
“appropriate to focus on disclosure of corporate
governance practices rather than prescribe adoption of
a particular practice”. Therefors, the Company is
obligated to highlight areas of departure from the
recommendations: the “if not, why not?” approach.

The Company's Approach

The Board and management of the Company are
committed to acting responsibly, ethically and with high

1.3

1.4

2.1

standards of integrity and in the best interest of
shareholders in order to create shareholder value. To
achisve this goal, the Board has developed and resolved
to adopt corporate governance practices and pclicies.
The Board and management have implemanted
Comporate Governance practices and policies. The
Corporate Governance Statemeant by the Board and for
inclusion in the Annual Report to Shareholders outlines
the practices as adopted by the Company.

Adoption by the Board

The Board of the Company has reviewed and considerad
the Corporate Governance Statement to be adopted by
the Board and for inglusion in the Annual Report 1o
Shareholdars and has resclved that it be adopted. A
Board resolution to this effect has been passad.

The Corporate Governance Statement is available ¢n the
Australian Ethanol Limited website, wyw.aael.net

Summary of Compliance

The Company has complied with 26 of the 28 ASX
corporate  governance  recommendations. The
recommendations that have not complied mlate to the
Board taking the view that The Company is progressing from
a development focused business to that of operations and
manufacturing. Appropriate changes are being continuously
considered by the Board to reflect the changing and
developing natwe of the company’s business.

The Beard consider the make-up cf the Board is
appropriate through its members separate knowledge
and experisnce specific 1o the business and the industry
in which it operates or intends to operate.

PRINCIPLES OF GOOD CORPORATE
GOVERNANCE

Principle 1: Lay Solid Foundations for Management
and Oversight

“Recognise and publish the respective roles and
responsibilities of the board and management”

Recommendation 1.1. Formalisa and disclose tho
functions considered by the Board and functions which
are to be delegated to management.
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The Board has adopted a formal statement of its roles,
functions and responsibilities.

The Board's primary role Is the optimisation of Cormpany
performance and protection and enhancement of
shareholder value. Its functions and responsibiities include:

* sstling policy and strategic direction and adopting a
corporate strategy.

* monitoring  Company  and
performance against this strategy;

maragement’s

* overseeing control and accountability systems;

» idantifying the principal risks and opportunities of the
Company's business;

* BNsSWNng appropriate risk management systems are
establish and reviewed;

+ enswing there are sufficient resources 10 meet
ohjectives and strategies:

+ gpproving and monitoring financial reporting, capital
management and compliance;

= gppointing senior management, monitoring senior
management’s conduct and performance and
Qverseaing remuneration, development and succession;

* adopting procedures to ensure the business of the
Company is conducted in an honest, open and
athical manner consistent with Company values;

* approving al significant business transactions;

e gnsuring the Company meets its continuous
disclasure obligations and that its shareholders have
avaitabte all information reasonable required to make
informed assessments of the Company’s prospects;

e oversesing the Company's commitment to
sustainable development, the environment, health
and safety of employees, contractors, customers and
the community;

» gnsuring that the Board remains appropriately skilled
to meet Company needs;

2.2

* reviewing and approving corporata govemance systems;
and

« delegating authority where
appropriate.

The Corporate Governance Statement is publicly
available on the Company’s website (www.aael.net),
and is to be reviewed by the Board on an annual
basis to ansura it remains appropriate to the needs of
the Company given its size, complexity and
ownership structure and the skills of directors and
managers.

to managemsnt

The Board is alse governed by the Company's
Constitution and its various policies, as described
elsgwhere in this Statement.

The Board endeavor to maintain a strategic balance
between the responsibiities of the Board, the Chief
Executive Officer ("CEQ™, the Financial Controller (*FC™),
the Company Secretary “(CS") and the Chie! Financial
Officer {“CFO") once appointed later in 2006.

The CEQ is accountable to the Board for management of
the Comparny and its subsidiary entities within authority
levels reviewed and approved by the Board each year,
The CEC has authorty to approve capital expenditure
within predeatermined limits set out by the Board and is
subject to the supervision of the Board.

The FC, €S and CFO is responsible to the CEO for
malntaining financial control acress the Company and
subsidiary entities. This includes management reporting
to the Board, statutory accounting, auditing, taxation
and insurance. Financial performance is monitored
against financial guidelines.

The Board adopted the Corporate Governance
Statement for inclusicn in tha Annual Report to
Shareholders on 7 Septerber 2004.

Principle 2: Structure the Board to Add Value
“Have a board of an effective composition size
and commitment to adequately discharge its

responsibilities and duties”™

Recommendation 2.1. A magjority of the board should
ba independent directors.

72
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The Company has five directors, Messr Pater Anderton,
David Lymburn, Richard Payne, Philip Toyne and Dr
Michael Douglas. Details of these directors, including
thair skills, experience and terms of office ams set out in
the annual report and also on the company website
twww. agel.net).

The Board has adopted a materiality threshold relating to
a director’s current or former association with a supplier,
professional adviser or consultant to the Company.
From the Company's viewpoint, material is more than
5% of the total consolidated expenses of the Company
for the relevant financlal year. From the viewpoint of
directors when assessing an association, material is
more than 5% of the total revenue of the supplier, adviser
or consultant as the case may be.

Mr Lymburn and Mr Payne are non-executive directors.
Entities associated with Mr Lymburn and Mr Payne
cansult to the Company and to subsidiary entities owned
by the Company from time to time. Remuneration for
consulting to the entity related to the Company
comprises less than 5% of the annual remunsration of
Messrs Lymburn and Payne. As such Messrs Lymburn
and Payne are considered to be independant directors.

Dr Douglas and Mr Toyne are Non Executive Directors.
Entities associated with Dr Douglas and Mr Toyne may
consult to the Company and to subsidiary entities owned
by the Company from tima to tme. Durng the 2006
financial year, Or Douglas and Mr Toyne did not separately
consult to the Company. As such, Dr Douglas and Mr
Toyne are considered to be independent Directors.

Mr Andarton is an Executive Director and is employed as
the CECh. He is also the Chalirman of the Board. Entities
associated with Mr Anderton consult o the Company
and to subsidiary entites owned by the Company.
Remuneration for consulting to the entity related to the
Company comprises more than 5% of the annual
remuneration of Mr Anderton. As such Mr Anderton is
not considered !0 be an independent director.

The Board considers the make-up of the Board is
appropriate given the size and operations of the
Company. Tha effectiveness of the Board is achieved
through knowledge and experience specific to the
business and the industry in which it operates.

The Board has also adopted procedures intended to

ensure that Board decisions are independently assessed
and resolved. All directors are entitled 1o seek
indapendent professional advice, at the Company’s cost,
in carrying out thelr duties, subject to the chairperson’s
prior approval of the expenditure, which will not be
unraasonably withheid. Further, in accordance with the
Corporations Act 2001 (Cth} and policies adopted by the
Board, each member of the Board is required to keep
the Board advised on an ongoing basis of any potential
conflict of interast which may exist with the Company. If
a confiict does exist, the director concerned must absent
himsetf or herself from any Board discussion in refation to
the relevan! item and not vote upon such an item. Non-
axecutive directors are also encouraged to confer on a
needs basis without management in attendance.

Recommendation 2.2: The chairperson should be an
independent director.

The Chairman of the Company, Mr Peter Anderton, is not
an independent director, in refalion to best practice
recommendation 2.1. The Board considers that Mr
Anderton is appropriate to perform the role of Chairman
due to his experience and experlise in the areas of
principal focus of the Company, the current nature and
state of the Company's indusiry development program
and the need for an efficient board structure. Mr
Anderton is suitably qualified to lead the Board, organise
and conduct of its function and brief the directors on
Board matters. The Board is confident that he is able to
facilitate effective contributions from other directors. The
Board does not consider that Mr Anderton's other
directorships or chairmanships affect his ability to
effectively perform these functions for the Company.

Recommendation 2.3: The same individual should not
axercisa the roles of the chainperson and chief executive
officer.

Peter Anderton has fulfilled the role of chairperson and
chief executive officer of the Company. The division of
responsibilty between the Gompany's chairperson and
its CEQ is se! out in the Statement of Board's Role,
Functions and Responsibilities referred to in relation to
best practice Recommendation 1.

The Board considers that at the current stage of the
Companys growth and development, with prudent
expenditure of funds and a requirement to operate in an
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efficient and cost effective manner that a single individual
can undertake the roles of Chairman and CEO. The
Board closely monitors the combined role of the
Chairman and CEOQ and intend in the near future to
engage a suitable individual in order to separate the
current combined role.

Recommendation 2.4: The board should establish a
nomination committee.

n August 2006, the Board has established a nomination
committee as a sub-committee to the Board.

Recommaeandation 2.5: Provide the information
indicated in the ASX Corporate Governance Council's
Guide to Reporting on Principle 2.

The Company has complied with providing the relevant
information in this Corporate Governance Statement
including the procedure for the selection and
appointment of new directors to the Board.

Principle 3: Promote Ethical and Responsible
Decision-Making

“Actively promote ethical and responsible
decision making”

Recommendation 3.1; "Establish a codle of conduct to
guide directors, the chief executive officer (or equivatent),
the chief financial officer (or equivalent) and any other key
executives as to:

3.1.1 — the praclices necessary 10 maintain confidance
in thé company’s intagrity

3.1.2 - the responsibility and accountability of
individuals for reporting and Investigating reports of
unethical practices”

In 2002 the Company adopted the Australian Institute of
Company Director's Code of Conduct (“AICD Code") to
set appropriate standards of ethical and professional
behavior for its directors. In September 2004, the
Company adopted a “Code of Concluct for Directors and
Key Executives”, which affrmed the Company's
adoption of the AICD Code as appropriately setting the
standards of ethicat behavior for directors. The Board
reviews compliance with this Code of Conduct every 12

months and discloses the resolution of the Board in the
Annual Report to Shareholders.

The Company's Code of Conduct for Directors and key
executives prescribes standards including acting
honestly and in good faith, exercising powers for a
proper purpose, using due care and diligence, exercising
indapandant judgment and avoiding a conflict of interast.

The Company has also adopted a “General Corporate
Code of Conduct” (“General Code”™) which details the
Company's commitment to appropriate corporate
practices to its legitimate stakeholders and sets the
standards expected of officers and employees in
carrying out their duties.

Recommaendation 3.2. Disclose the policy concemning
trading in company securities by directors, officers and
employees.

The Company has in place a trading statement concerning
trading in Company securities, a copy of which is provided
to all officers and employees of the Company.

The trading statement imposes centain restrictions on the
Company's officers and employess trading in the
Company's securities to prevent breaches of the insider
trading provisions of the Corperations Act 2001 (Cth).
The key aspects of the statement are that:

» trading in Company securities and other trade able
financial products is only permitted upon notification, in
the case of employees, to the Comparty's CEG o, in the
casa of Board members, to the Company'’s Chairmar.
If the Chairman wishes to trade he must nolify the
independent directors. Trading is only permitted for 2
woeks following notification and confirmation of trading
must be provided to the CEQ or Chairman {as the case
may be);

* no trading is permitted at any time where an officer or
employes is in possession of information which, if it
was generally available, a reasonable person would
expect to have a material effect on the price of or
value of the security or product, or for a period of 2
days following a public announcement by the
Company in relation to the matter the subject of that
inforration; and
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» active dealing, being trading in a rmanner which
involves frequent regular trading, in the Company’s
securities is hot permitted.

The trading statement is provided to all the Company
officers and employees and compliance with it is
reviewed al lsast annualy. The Company's current
trading statement was adopted on 7 September 2004
but reflects the position adopted under its previous
trading statemeants.

The implementation of and compliance with the
Company' trading statement is dealt with in the
procedures and mechanisms set out in the Company's
risk management policy, set out in this Corporate
Governance Statement in relation 1o the Australian Stock
Exchange best practice Recommendation 7.1,

Recommendation 3.3:  Provide the information
indicated in tha ASX Corporate Governance Counci’s
Guide to Reporting on Principle 3.

The Company has complied with the provision of the
relevant information including a summary of the
Company's *Coda of Conduct for Diractors and Key
Executives” and its current trading statement,

Principle 4: Safeguard Integrity in Financial Reporting

“Have a structure to independently verify and
safeguard the integrity of the company’s financial
reporting"”

Recommendation 4.1: Require the chief executive
officer {or equivalent) and the chief financial officer {cr
equivalent] to state in writing to the board thal the
company’s financial reports present a true and fair view,
in all material respects, of the company's financial
condition and operational results and are in accordance
with relevant accounting standards.

The Company's chief executive officer and financial
controller together report in writing to the Board that the
Company's financial statements for each half and full year
present a true and fair view in all material respects, of the
Company's financial condition and operaticnal results and
are in accordance with accounting standards.

Recommendation 4.2: The board should establish an
audit committee.

In August 2006 the Company established an audit
committee as a sub committee 1o the Board.

Recommendation 4.3: Structure the audit committee
50 that it consists of:

* only non-executive directors
s g majority of independent directors

* an indapendent chairperson, who is not chairperson
of the board

* at least three members.

The audit committee structure established in August
2006 meets the above requirements of the guidance
note and best practice recommendations.
Recommendation 4.4: The audit committee should
have a formal charter.

The audit committes intend to put in place a formal
charter which will include:

s+ to recommend engagement and monitor
performance of the external auditor,

* to reviow the effectiveness of management
information and internal control;

* 1o review all areas of significant financial risk and risk
management;

* 1o review significant transactions not a normal part of
the Company's business;

* to review financial information and ASX reporting
statements; and

* 10 monitor internal controls and  accounting
compliance.

Recommendation 4.5: Provide the information
indicated in the ASX Corporate Governance Council's
Guide to Reporting on Principle 4.
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The namas and qualifications of each of the member of
the audit committes, are set out in the Company's
Annual Report to Shareholders.

The audit committee have formalised proceduras for the
selection and appointment of the Company's external
auditor or rotation of external audit engagement
partners, and reviews these malters on an ongeing basis
and implements changes as required.

The Board has so far as it is applicable provided relevant
information in this Carporate Governance Statement.

Principle 5;: Make Timely and Balanced Disclosure

“Promote timely and balanced disclosure of alf
material matters concerning the company®

Recommendation 5.1: Establish written policles and
procedures designed to ensure compliance with ASX
Listing Rule disclosure requirements and to ensure
accountability at a senior management leve! for that
compliance.

The Company has in place a continuous disclosure
policy, a copy of which is provided to all Company
officers and employees who may from time to time be in
the possession of undisclosed Information that may be
material 1o the price or value of the securities of the
Company.

In addition, at each of its meetings, the Board discusses
continuous disclosura issues as a standing item and a
list of all recent Company announcements is prasented.,

The continugus disclosure policy is aimed to ensure
compliance with the continuous disclosure obligations of
the Company under the Corporations Act 2001 {Cth) and
Listing Rules. The aim of the policy is to:

e assess information and co-ordinata the timely
disclosure to the ASX or the seeking of advice on the
information;

+ provide an  audit
disclosure; and

trall of dscisions regarding

e ansure officers and employess of the Company
understand the obligation to bring relevant

2.6

information to the attention of the chairparson.

The procedura adopted by the Company is essentially
that any information that may need to be disclosed must
be brought to the attention of the Chairman (and the
Board), who in consultation with the Board {(where
practicable) and any other appropriate personnel will
consider the information and whether disclosure is
raquired and prepare an appropriate announcement.

Al least once in every twelve month pericd, the Board will
review the Company’s compiiance with this continuous
disclosure policy and updats it from tme to time, if
nacessary. This continuous disclosure policy was
adopted on 7 September 2004 and reflects the position
adopted under its previous continuous disclosure policies.

Recommendation 5.2: Provide the information
ingicated in the ASX Corporate Governance Council's
Guide to Reporting on Frinciple 5.

The Company has provided relevant information in this
Corporate Governance Statemant upon the continuous
disclosure palicy.

Principle 6: Respect the Rights of Shareholders

“Respect the rights of shareholders and facilitate the
effective exercise of those rights”™

Recommendation 8.1: Design and disclose a
communications strategy to  promote effective
communication with sharehoiders and encourage
effective participation at general meetings.

The Company employs a Corporate and Public Relations
Officer and has in place a communications policy, which
reflects the commitment of the Company to dealing fairly,
openly, transparently and promptly with sharsholders,
encouraging and facilitating active participation at
shareholder meetings and dealing promptly with their
enquiries. The policy focuses on the disclosure of
information.

The key aspects of the policy are:
» diligent compliance with the Company continuous

disclosure trading policiss to keep shareholders
informed of all relevant information;
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2.7

s prompt, transparent compliance with statutory
teporting and mesting abligations, including sending
reports and notices to shareholders by email;

+ offective use of the Company website, slectronic
communication and its share registry to keep
sharsholders up to date and to deal with their
enquiries, including the posting of Company
announcemants, company repons, notices ot
meeting and explanatory statements on the
Company website; and

+ compliance with applicable privacy requirements.

The current communications policy was adopted on 7
September 2004 and reviewad at the August Workshop
attended by Directors and Employees of the Company.

Recommendation 6.2: Request the external awditor to
attend the annual general meeting and be avaiable to
answer shareholder questions about the conduct of the
audit and the preparation and content of the auditar's report,

The Company's practice is to ensure its external auditor
attends the Company’s annual general meeting and
other mestings where it is appropriate to do so.

Principle 7: Recognise and Manage Risk

“Establish a sound system of risk oversight and
management and internal control”

Recommendation 7.1 The board or appropriate
committee should establish policies on risk cversight and
management.

The Company has in place a risk oversight and
management policy, which sets out the Company's
systems for risk oversight, management and internal
control, The key aspects of the policy are that:

e the Board oversees the establishment and
implementation of risk management systems and
control frameworks, and in the absance of a separate
audit commitioe as set out in relation to best practice
Recommendation 4.2, has the responsibility to
establish, implement and maintain these systems and
frameworks; and

« the management arg delegated the tasks of
management of gperational risk and the
implementation of risk management strategies with
the Chief Executive Officer and Chief Financial Officer
having ultimate responsibility to the Boarg for the risk
management and controt framework.

In August 2006, the Board established a risk
management committee. The risk management
systems and control frameworks of the Company. and
the effectiveness of thelr implementation, are reviewead
annually by the risk management cammittes. The risk
management committee considers the management of
risk at its regular mestings. The risk profie, which is
assessad and determined on the basis of the business of
the Company, which is to develop, distribute and sell
biotuels or alternative transport fuel and produce and sell
associated agricultural by-products manufactured as
part of the ethanal process, is reviewed annually upon
advice from management including, where appropriate,
as a result of regular interaction with management and
relavant staff from ecross the business of the Company.

The Board or the senior management of the Company
may consult with external accountants on external risk
matters as required.

The risk management systems and control frameworks
of the Company for identitying, assessing, monitarng
and managing its malerial risks, as established by the
Board and the risk management committee in
conjunction with management, include:

+ the Board's ongeing monitoring of management and
operational performance;

« a comprehensive system of budgeting, forecasting
and reporting to the Board;

+ approval proceduras for  significan
expenditure above threshold levels;

capital

+ regular Board review of all areas of significant financial
risk and al significant transactions not part of the
Company's normal business activities;

s regular presentations 10 the Board by managsment
on the management of risk;
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* comprehansive written policies in relation to specific
business activitiss,

¢ comprehensive written policies in  relation to

corporate gavernancs issues;

s regular communication bstween directors on
compliance and risk matters; and

* consuliation and review processes between the
Board and external accountants.

The risk oversight and management policy of the
Company was adopted on 7 September 2004,

Recommendation 7.2: The chief executive officer (or
equivalent) and the chief financial officer (or equivalent) to
state to the board in writing that:

7.2.1 = the statement given in accordance with the best
practice recornmendation 4,1 {the integrity of financial
staternants) founded on a sound systern of risk
management and internal compliance and control which
implemants the policies adopted by the board

7.2.2 - the company'’s risk management and internal
compliance and control system is operating etficiantty
and effectively in all material respects.

The Chief Executive Officer and Financial Controller of
the Company togetner report in writing to the Board that
the statement given in accordance with best practice
Recommendation 4.1 is founded on a sound system of
risk managament and internal compliance and control
which implements the policies adopted by the Board and
that the company’s risk management and internal
compliance and control system is operating efficiantly
and effectively in all material respacts.

Recommendation 7.3: Provide the information
indicated in the ASX Corporate Govemance Councif's
Guide to Reporting on Principle 7.

The Company has provided relevant information in this
Corporata Governance Statement upon recognising and
managing risk.

28

Principle 8: Encourage Enhanced Performance

"Fairly review and actively encourage enhanced board

29

and management effectiveness”

Recommendation 8.1: Disclose the process for
performance evealuation of the board, its committees and
individual directors, and key executives.

The Company has adopted seif-avaluation processes to
measure Board performance. The performance of all
directors is assessed through analysis, review ang
specific discussion by the Board of issues relating to
individual directors’ attendance at and involvement in
Board meetings, interaction with management,
performance of allocated tasks and any other matters
identified by the Board or other directors. Any significant
issues identified are actioned by the Board on an
ongoing basis. Due to the Board's assessment of the
effectiveness of these processes, the Board has not
formalised qualitative performance indicators to measure
diractor’s performance.

The evaluation of key executives is carried out by the
Board via ongoing maonitoring of management
performance, based on management's reporling,
interaction and involvement with and to the Board and
Company performancs, and in the future the functioning
of the Company's Remuneration Committee and its
reporting processes.

Principle 9: Remunerate Fairly and Responsibly

"Ensure that the level and composition of
remuneration is sufficient and reasonable and that
its relationship to corporate and individual
performance is defined”

Recommendation 9.1: Provide disclosure in refation to
the company’s remuneration policies to enable investors
to understand (i} the costs and benefits of those poficies
and (i) the fink between remuneration paid to directors
and key executives and corporate performance.

The Company's remuneration policies are value driven
and reflectad in the Charter of the Remuneration set by
the Board. The essence of the Company’s current
remuneration policy is to competitively set remuneration
including incentives to executive direciors and senior
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management, ta motivate key executives to pursue the
long term growth and succass of the Comparty within an
appropriate control framework and 1o demonstrate a
clear relationship between corporate {and key executive)
periormance and remuneralion.

The Company's current poiicies are as follows:

e the fixed remuneration of key executives wil be
roasonable and fair taking into account level of
responsibiity, the legal and industrial cbligations of
the Comparny, scale of the business of the Company
and the Company's stage of development of its
business:

« to ensure performance and remuneration are
appropnately linked, kay exacutives will be entitled to
appropriate equity based remuneration, including
options linked to performance hurdles such as
corporate performance (measured by matters such
as the Company share price or other performance or
production hurdles) and/or a minimum period of
service;

* axcept in exceptional circumstances, no termination
payments will be agreed with key exacutives other
than a reasonable period of notice of termination as
detalled in the executive's employment contract;

e non-executive directors will be remunerated Dy cash
benefits and appropriate equity based remuneration,
will not be provided with retiremant benefits {except in
exceptional  circumstances) and  aggregate
ramuneration wil not exceed the amount approved
by shareholders {currently $200,000); and

« all remuneration packages be reviewed by the Board
annually or on an ongaing basis if required in
accordance with relevant remuneration packages.

Dstails of director's remuneration during any financial
year are set out in the Company's Annual Report 10
Sharehglders.

Recommendation 9.2: The board should establish a
remuneration committee.

The Company ras estebiisned a separately constiuied
Remureration Committee as a sub commiftee to the Board.

The Remuneration Committee recommends policy with
respect to remuneration and sets out its duties which

include:

» reviewing

seommending  remuneration

packages and incentive policies for executive
directors and senior management;

e reviewing and recommanding the remunaration of
non-executive directors within the aggregate limit set

by shareholders;

¢ assisting the Board in evaluating the parformance of
the exaecutive directors;

« reviewing succession and career development plans
for key exacutivas;

« assisting the executive directors to develop effective
and innovative remuneration arangements;

+ admirister and be responsible for the share oplion
scheme of the Company, incentive performance

packages,

superannuation  entitlements  and

retirement and termination entitlements; and

» supervise employment and human rasources
management policies,

Recommendation 9.3: Clearly distinguish the structure
of non-executive directors' remuneration from that of

executives.

Non-executive directors will be remunerated by cash
penefits and equity based remuneration and will not be
provided with retirement benefits (except in exceptional
circumstances) and aggregate remuneration wil not
axceed tha amount approved by shareholders (currently
$200,000). Executive directors may be remunerated by
both fixed remuneration and equity performance based

remuneration,

Recommendation 9.4: Ensure that payment of equity-
based executive remuneration is made in accordance
with thresholds set in plans approved by shareholders.

The Company onsures that payment of equity-based
execulive remuneration will be mads in accordancs with
thresholds set in plans approved by shareholders.
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Recommeandation 9.5. Provide the information
indicated in the ASX Corporate Governance Council's
Guide o Reporting on Principle 9.

The Company has provided ralgvant information in this
Comporate Governance Statement upon Reporting on
Principle 9.

2.10Principle 10: Recognise the Legitimate Interests of
Stakeholders

"Recognise legal and other obligations to all
legitimate stakehoiders”

Recommendation 10.1: Establish and disclose & code
of conduct to guide compliance with legal and other
obiigations to legitimate stakeholders.

As set out in relation to best practice Recommendation
3.1, the Company has adopted a “General Corporate
Coda of Conduct” setting the standards expected of
officers, employees and contractors in carrying out thair
duties. Under the “General Corporate Code of
Conduct”, officers and employess must, in al aspects of
Company operations:

» act honastly, in good faith and in the best interests of
the Company as a whole;

* seek to understand and comply with all applicable
laws and Company policies

¢ endeavour to avoid all forms of conflict of interest or
divided loyalties:

* be profassional, responsible and accountable;
* protect the Compary asssts and ensure their efficient use;

¢ maintain confidentiality of non-public information except
where disclosure is authorised or legally mandated; and
daal responsitily with the community and specifically in
all dealings with traditional landowners.

The Board and managemant moniter implementation of
the “"General Corporate Code of Conduct”, and any
breaches are reported by employeas or contractors to
their supenvisor, manager, directors of the Board or the
Chairman.
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ASX Additional Information

Additional Information required by the Official Listing Rules of the Australian Stock Exchange Limited and not disclosed elsewhere
in this report.

CLASSES OF SHARES AND VOTING RIGHTS

The Company's fully paid shares are of one class with equal voting rights. There are no voting rights attaching to unissued
ordinary shares subject to option.

ON MARKET BUY BACK
There is no currant on market buy back.

DISTRIBUTION OF SHAREHOLDERS AND OPTION HOLDERS (as at 30 September 2006)

W

' ' NUMBER OF HOLDERS

i
1

|
|

'Cmegclmf Ordinary Shares Options Expinng Options Expiring
I ' ‘ 31 December 2006 30 June 2007
1-1,000 864 -
1,001 - 5,000 1,335 -
5,001 - 10,000 566 - -
10,001 - 100,000 603 - -
100,001 - and Over 42 -
3,410 - 2

The number of shareholders at 30 September 2006 holding less than a marketable parcel of shares was B786.

RESTRICTED SECURITIES

{ : . . . .
Heolder - } No.'and Description ol Securities Penod Expiry of Restnchlon

Mulliplex Limited 500 Class A Convertibie Preference Shares
500 Class B Corwartible Preference Shares
500 Class C Convertible Praference Shares
250 Class D Convertible Preference Shares
250 Class E Convertible Preference Shares
250 Class F Convertible Preference Shares

OTHER INFORMATION

Australian Ethanol Umited, incorporated and domiciled in Australia, is a publicly listed company kmited by shares.
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TWENTY LARGEST SHAREHOLDERS (as at 30 September 2006)

HSBC CUSTODY NOMINEES (AUSTRALIA) LIMITED

CVC REEF LIMAED

WESTPAC CUSTODIAN NOMINEES

ANZ NOMINEES LIMITED <CASH INCOME A/C>>

JAGEN FTY LTD

CVC SUSTAINABLE INVESTMENTS

MONTE CRISTO DEVELOPMENT COIMPANY LLC/C
WASHINGTON H SOUL PATTINSON & COMPANY LIMITED
HSBC CUSTCDY NOMINEES (AUSTRALIA) LIMITED <GSIEDA>
MITSU! & CO (AUSTRALIA) LTD

MACDUFF PTY 9D

NATIONAL NOMINEES UMITED

MULTIPLEX ENGINEERING PTY UMITED

DR JASON MICHAEL SPENCER & DR CAROLYN JEAN NELSON
INVIA CUSTODIAN PTY LTD <WHITE A/C>

MR MARK | HOFFMEYER & M/S ELIZABETH A HOFFMEYER
CITICCRP NOMINEES PTY LIMITED

MR RICHARD PAYNE

GJv INVESTMENTS PTY LTD

HALL ENTERPRISES PTY LTD «SUPERANNUATION FUND ACCOUNT>

O @O~ ODWU & LR~

B T T e
OO~ EWRN -0

[av]
=]

* Denotes substantial sharsholder
SCHEDULE OF TENEMENTS
The economic entity holds interests in the following tenemants at 30 September 2006.

Begistered Holder / Projact Tenement

Tasmania Magnesite NL
TasMag Magnesite Deposit {100%} RL17/1987 & RL18/1987

Number

11,628,881
8,791,666
5,975,446
5,384,429
3,527,177
3,333,333
3,000,000
2,891,940
2,002,607
1,666,667
1,050,000

806,757
800,000
758,500
697,300
447,322
402,757
340.000
304,304
300,000

Y%

14,29
10.81
7.34
B.62
4,33
4.1
3.69
3.68
2.46
2.05
1.29
1.1
0.08
0.93
0.86
0.55
0.49
0.42
0.37
0.37

Tha Tasmanian Magnesite Depasit is whally owned by Tasmania Magnesite NL, a whaolly ownad subsiciary of Australian Ethanol Limited.

END
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